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Editorial Comment 


The tentative statement on “Prospec- 
Qualifications in __tuses” published last month contains 
Auditors’ Reports the sentence “The auditor should not 

express an opinion if it is so qualified 
as to be useless to an investor....” We reprint from the 
January, 1930 issue of this journal the following report 
and suggest to the Accounting and Auditing Research 
Committee that it might be in the public interest to make 
a report of this kind rather than no report at all. 
“We have audited the Balance Sheet and say in our Report: 
That the Cash is overstated, the cashier being short; 
That the Customers’ Receivables are very much past due; 
That if there are some good ones they are very, very few; 
That the Invent’ries are out of date and practically junk; 
That the method of their pricing is very largely bunk; 
That, according to our figures, the undertaking’s wrecked, 
But, subject to these comments, the Balance Sheet’s cor- 

rect.” 


While searching for the gem reprinted above, 
The Good we were interested to note that the amend- 
Old Days ments to the Income War Tax Act made in 
1925 consisted, after the usual preamble, of one 
clause—“Section twenty-five of the Income War Tax Act 
1917, as enacted by section twenty-seven of chapter 46 of 
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the statutes of 1924, is repealed.” One could well compare 
unfavourably the contents of this issue with the satisfactory 
condition prevailing in 1925, and incidentally the single 
clause quoted was enacted as a result of pressure exerted 
by The Dominion Association of Chartered Accountants 
amongst others. The offending section which was repealed 
had to do with a lien placed on all the assets of the com- 
pany by the Department in case of a failure to pay tax on 
assessment. 


The hour or two spent in reviewing old files 
Lucidity and of this magazine was really most enlighten- 
Success ing and it is proposed to do more of it. One 

could always find something which is still a 
matter of timely interest. For example, the matter of 
“Minimum Disclosure in Financial Statements” is not a 
new one. In November 1926, the editor of the day reprint- 
ed an editorial from The Financial Times, Montreal, under 
the heading given this paragraph, the last words of which 
are repeated here: 


“The great majority of present-day shareholders 
are perfectly capable of reading accounts, if they 
are presented in an intelligible fashion. The great 
majority of corporations seem to aim at present- 
ing them as unintelligibly as possible. A few cor- 
porations which do aim at the highest degree of 
lucidity are almost all to be found among the 
greatest and most prosperous of their kind. There 
is a moral somewhere.” 


Truly, there is nothing new under the sun; and reverting 
to the subject of prospectuses, one wonders how many of 
our members recall that the late R. J. Dilworth, F.C.A., 
hammered away at the auditor’s responsibility to the in- 
vesting public for many years. All that is said in the 
tentative statement now being discussed is merely a short 
form of exposition of the principles argued by him on 
many public platforms. The advances made by the pro- 
fession in recent years can be said to be the fulfilment of 
the dreams of those who at one time were “voices crying 
in the wilderness”. Concerted action brings success, but 
no such action is possible but for the groundwork laid by 
the crusader. 
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EDITORIALS 


The Institute of Chartered Accountants of Mani- 
Jubilee toba celebrated last Summer its sixtieth anniver- 
Dinners sary, its Act of Incorporation being obtained on 

May 28, 1886. Mr. W. S. Ronald, who became a 
member of the Institute in 1903, was the speaker at a well- 
attended banquet held in the City of Winnipeg. As one of 
the old-timers, Mr. Ronald traced the history of that In- 
stitute through various periods of good and bad fortune. 

In Toronto early in November, more than 400 past and 
present members of the firm of Clarkson, Gordon & Com- 
pany met at a dinner to honour Mr. G. T. Clarkson and 
Colonel H. D. Lockhart Gordon, both of whom have been 
active in the profession for more than fifty years. Those 
attending were drawn from many places in Canada and 
the United States and greetings were received from others 
in remote places who were unable to attend. 

The Dominion Association of Chartered Accountants 
congratulates the Institutes and these members on their 
longevity and is mindful of the important contribution they 
have made to the present standing of the profession. In 
so doing, it does not forget others not mentioned on this 
occasion. It would, however, remind readers of the follow- 
ing, all of whom became members in 1900 or earlier and 
are still on the rolls: 


James G. Ross Quebec 1884 
George Edwards Ontario 1889 
Oscar Murray Hudson Ontario 1889 
Charles Edgar Stone Ontario 1891 
George Lockhart Blatch Ontario 1895 
William Mitchell Pentelow Ontario 1897 
Ralph Edward Young Ontario 1897 
Edmund Gunn Ontario 1898 
Percy Henry Burditt Dawson Ontario 1899 
A. F. Mitchell Quebec 1900 
Spencer Henry Over Ontario 1900 


At this time thoughts turn towards Christ- 
The Close of ™mas and the advent of a new year. This 
the Year journal wishes for all readers a Happy and 

Prosperous New Year and has particularly 
in mind those taking up again the practice of their pro- 
fession, whether directly or indirectly, after return from 
service with the armed forces. Again, we welcome them 
back and trust that all good fortune will attend their efforts. 
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Review of the Dominion Companies Act 


Prepared by the Post-War Committee of The Dominion 
Association of Chartered Accountants 


(Continued from November 1946 issue) 


IV. DIRECTORS 

SPECULATION 

Section 96A of the present Act provides that no director 
of a public company shall speculate in the shares or other 
securities of the company in which he is a director. The 
Draft Act omits this prohibition and therein follows the 
general pattern of United States legislation and also the 
recommendations of the Cohen Committee. The Cohen 
Committee takes the position that it would be unreasonable 
to suggest that directors be debarred from buying or selling 
shares of the company of which they are directors, but in- 
sists that a high standard of conduct should be maintained 
and states boldly—‘“a speculative profit made as a result 
of special knowledge not available to the general body of 
shareholders in a company is improperly made”. The view 
of the Cohen Committee is that — “the best safeguard 
against improper transactions by directors and against un- 
founded suspicions of such transactions is to ensure that 
disclosure is made of all their transactions in the shares or 
debentures of their companies. The fact that disclosure is 
obligatory will, of course, be a deterrent to improper con- 
duct and the shareholders can, if they think fit, ask for an 
explanation of transactions disclosed in the return which 
we recommend”. With this conclusion we agree, and we 
point out in passing that the absence of a definition of the 
word “speculation” renders the provisions of the present 
Act of doubtful efficacy. 


DISCLOSURE OF SECURITY TRANSACTIONS 

With reference to disclosure, the provisions of the pre- 
sent law and the Draft Act are similar and the duty is laid 
upon every director of a public company to furnish details 
annually of his transactions in shares and securities of the 
company and a penalty is provided for non-compliance. This 
information is stated to be—“for the information of the 
shareholders of the company at the annual general meeting” 
and the question arises whether it is sufficient for the secre- 
tary to have such information in his possession at the time 
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of the meeting or whether the directors’ statements of 
transactions are to be communicated to the shareholders as 
part of the business of the meeting. In our opinion, this 
point should be clarified and it is interesting to note that 
the recommendation of the Cohen Committee provides for 
the entering of the information in a special book which for 
two weeks before the annual general meeting shall be open 
to inspection by shareholders or debenture holders and 
which shall be laid on the table at the annual general meet- 
ing. In our view this represents a workable procedure. 
The question has been raised as to whether this infor- 
mation should be sent to shareholders who do not attend 
the annual meeting and in our opinion this is undesirable. 


DISCLOSURE OF REMUNERATION 

The provisions of the Draft Act follow the present Act - 
closely except that the salary, etc. paid to a director who 
holds any salaried employment or office must be shown whe- 
ther or not, as the present section now requires, he devotes 
substantially all his time to the position. 

We suggest that the requirements should be that the 
aggregate amount paid to directors, whether managing di- 
rectors or otherwise, be shown in total and the number of 
persons to whom this remuneration was paid be also indi- 
cated. In the case of holding companies and subsidiaries 
there should only be shown the remuneration paid to the 
directors of the holding company, but this sum should in- 
clude all amounts paid to those persons,whether by the 
holding company or its subsidiaries, and for all services of 
every nature which may have been rendered. It is not 
considered necessary to show in consolidated or separate 
accounts the remuneration to directors of subsidiary com- 
panies, except where they are also directors of the parent 
company, for in the majority of cases, in their relationship 
to the holding company, they more closely resemble em- 
ployees than directors. 

We favour the recommendation of the Cohen Committee 
that in reporting the remuneration of directors there should 
also be included contributions made on their behalf to any 
pension scheme, which need not, however, be shown sep- 
arately. 

V. ACCOUNTING RECORDS 
We have already recommended the substitution of the 
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word “record” for “books” and consistent therewith “books 
of account” become “accounting records”. 

The Draft Act provides that the accounting records may 
be kept at some place other than the head office of the 
company if the directors so decide and if approved by the 
Secretary of State. The proposed provisions in this regard 
do not limit the alternative place of keeping records to a 
place in Canada, which may be of assistance in connection 
with certain Canadian companies owned and managed from 
other countries. 

We are not satisfied, however, that either the present 
Act or the Draft Act go far enough in recognizing the 
practice which is now general of keeping at branches and 
factories away from the head office not only operating 
accounts but accounts for assets and liabilities relating to 
operations carried on there. We suggest that this subject 
would be adequately covered by legislation along the follow- 
ing lines: 

(a) that the books of account should be kept at the head office of 
the company or at such other place as the directors by resolu- 
tion provide subject to the approval of the Secretary of State; 

(b) that notwithstanding the foregoing any company should be 
authorized to keep at any branch factory or agency such por- 
tion of the financial accounts as relate to the operations and 
the assets and liabilities thereof, or to such business of the 
company as may be carried on or supervised or accounted for 
by such branch; 
that in such cases only as operating or other accounts are kept 
outside of Canada there should be kept at the head office of the 
company such comprehensive records of accounts as will en- 


able the directors to ascertain quarterly, with reasonable ac- 
curacy, the financial position of the company. 


VI. PROSPECTUS PROVISIONS 


Generally speaking, the requirements as to the contents 
of a prospectus as set out in the Draft Act follow closely 
section 77 of the present Act. We have the following ob- 
servations to make on certain of these provisions. 


ACCOUNTANTS NAMED IN THE PROSPECTUS 


Subsection 3 deals with the balance sheets and state- 
ments of earnings and accountants’ reports and the Draft 
Act incorporates a recommendation made by The Dominion 
Association of Chartered Accountants with reference to 
the description of the accountants whose reports appear in 
the prospectus. The recommended changes involved the 
substitution of the words—‘‘An accountant who shall be 


— 


(c 
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named in the prospectus” for the “company’s auditors” 
referred to in the present Act. After further consideration, 
we feel that it is some protection to prospective investors 
to have the report of the company’s auditors on balance 
sheets and earnings statements because of their detailed 
knowledge of the company’s affairs and we recommend,- 
therefore, the retention of the language of the present Act. 
Where other accountants are engaged at the instance of 
underwriters, such accountants can certify jointly with the 
auditors of the company. 


EARNINGS STATEMENTS—PERIOD COVERED 


Both the present Act and the Draft Act require that 
the prospectus contain a report on earnings for a period 
of not less than three years. We are strongly of the opinion 
that this period should be at least five years and the common 
practice is to publish results for an even longer period. 
This point was considered by the Cohen Committee which 
recommended the publication of five years’ earnings and 
pointed out that “mere compliance with an obligation to 
report on profits during a fixed statutory period would not 
justify them (accountants) in refraining from making 
some additional statement if, for any reason, as for ex- 
ample, war or trade cycles, the period covered by the report 
on profits was affected by exceptional circumstances”. It 
is in recognition of the abnormality of war earnings of 
many businesses that earnings statements are today gen- 
erally covering more than a five-year period and we agree 
completely with the observation above quoted. 

It is now provided that a prospectus must contain a 
balance sheet made up at a date not more than 120 days 
prior to the issue of the prospectus and that the statements 
of earnings shall be those of the last three complete finan- 
cial years of the company. The Draft Act provides further 
that if the period between the end of the last financial 
year and the date of the balance sheet contained in the 
prospectus is more than 120 days, then the earnings of that 
period must be shown. We strongly approve this provision 
in principle but consider that the period should be 5 months 
instead of 120 days. 


REFERENCE TO INVENTORY VALUATION 


Subsection 3 (c) (v) of Section 77 of the present Act 
provides that—“unless inventories are valued at the lower 
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of cost or market value, if the value shown, in the opinion of 
said auditors, exceeds market value, the balance sheet certi- 
ficate of the company’s auditors, (shall) contain a statement 
to that effect, and, in any event, a statement of the manner 
in which such value has been determined.” A recommended 
alternative wording made by The Dominion Association of 
Chartered Accountants has been partially incorporated in 
the Draft Act but with several changes which, in part, alter 
the sense of the original recommendation. We believe that 
the amendment originally suggested, which we quote below, 
is preferable to the wording of the Draft Act. 


“Every such balance sheet or accountant’s report shall... . 

(v) contain a statement as to the basis upon which the inven- 
tories have been valued, that is, whether at cost, market, fair 
value selling price or otherwise. Accompanying such state- 
ment there shall be a reference to the certificate signed by a 
responsible official of the company issuing the balance sheet to 
the effect that, to the best of his knowledge and belief, the in- 
ventories have been fairly valued in accordance with the 
methods stated”. 

In our view, however, there is a more satisfactory 
solution for this problem than merely the amendment of 
the inventory section, and we consider that the require- 
ments in regard to the balance sheet to be published in a 
prospectus should include all the requirements regarding 
annual balance sheets. If such a change is made by amend- 
ing subsection 3 (c), the specific references to the valuation 
of fixed assets and inventories could be omitted as they are 
both covered by the section setting out the requirements 


for annual balance sheets. 


CURRENCY OF PROSPECTUS 

The present Act, in section 79, and the Draft Act, in 
section 65, provide that no prospectus shall be issued unless 
an immediate offer to the public is in contemplation; fur- 
ther, unless the company makes a bona fide offer to the 
public within thirty days after the prospectus has been 
filed, it is prohibited thereafter from using such prospectus 
for an offer to the public and a new prospectus must be 
filed. The provisions of the Draft Act follow closely the 
present law. In our opinion, these provisions are emin- 
ently reasonable and we are opposed to a suggestion re- 
ceived by the Secretary of State that in the event that no 
offering to the public is made within thirty days, the pros- 
pectus may be used after that time in connection with 
entering into option agreements for its shares. 
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VII. ANNUAL STATEMENTS AND ACCOUNTS 
BALANCE SHEET 


Section 112 of the present Act specifies the accounts 
to be submitted by the directors at annual meetings and 
the details of the balance sheet and other financial informa- 
tion which must be submitted. This section is of particular 
interest to practising accountants and The Dominion Associ- 
ation of Chartered Accountants has made various sugges- 
tions and recommendations from time to time, some of 
which, in whole or in part, have been incorporated in the 
Draft Act. 

We have considered a considerable number of sugges- 
tions from our provincial institutes and individual members 
and the following draft section incorporates all our recom- 


mended changes: 
1. At each annual meeting the directors shall lay before the company— 

(a) a balance sheet made up to a date not more than six months 
before such annual meeting; 

(b) a general statement of income and expenditure for the finan- 
cial period ending upon the date of the balance sheet; 

(c) a statement of surplus showing in separate accounts for earned 
surplus and contributed surplus respectively, the amounts of 
such surpluses respectively at the beginning of the financial 
period, adjustments affecting previous financial periods, net 
profit or loss as shown by the statement of income and ex- 
penditure, dividends paid or declared on each class of shares, 
any other appropriations, changes in and balance remaining 
of earned surplus and contributed surplus respectively; 

(d) the report of the auditor or auditors to the shareholders; 

(e) such further information respecting the financial position of 
the company as the letters patent, supplementary letters pat- 
ent or by-laws of the company require. 

2. Every balance sheet shall be drawn up so as to distinguish severally 
at least the following classes of assets and liabilities, namely: — 

(a) cash; 

(b) debts owing to the company from its directors, officers or 
shareholders respectively; 

(c) other debts owing to the company; 

(d) inventory, if any, stating the basis of valuation; 

(e) securities, if any, stating their nature and the basis of valua- 
tion thereof and showing separately marketable securities 
(with a notation of their market value) and other securi- 
ties; 

(f) lands, buildings and plant, stating the basis of valuation, 
whether cost or otherwise, and if valued on the basis of an ap- 
praisal, the date of appraisal, the name of the appraiser and 
the disposition in the accounts of the company of any amount 
added to such assets on appraisal on or after 1st January 
1934; also the amount or amounts of the related reserves for 
depreciation, obsolescence and depletion; 

(g) there shall be stated under separate headings, in so far as 
they are not written off (i) expenditure made on account of 
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future business; (ii) any expenses incurred in connection with 
any issue of share capital and debentures, and (iii) any one 
or more of the following: Goodwill, franchises, patents, copy- 
rights and other intangible assets and the amount, if any, by 
which the value of any such assets has been written up after 
January 1, 1934; 

(h) the aggregate amount of any outstanding loans under para- 
graph (d) of subsection one of section fifteen of this Act; 

(i) debts owing by the company; 

(j) estimated total liability for taxes; 

(k) the amount of shares of each class issued and outstanding and 
the amount paid thereon, showing the amount thereof issued 
since the date of the last annual balance sheet for services 
rendered, for commissions or for cash or other assets respec- 
tively acquired since the date of the last annual balance sheet, 
and if any redeemable preferred shares have been issued, a suf- 
ficient description of such shares to indicate that they are 
liable to be redeemed and at what price. 

8. Where any liability of the company is secured otherwise than by 
operation of law on any assets of the company the balance sheet shall 
include a statement that that liability is so secured, but it shall not 
be necessary to specify in the balance sheet the assets on which the 
liability is secured. 

4. The following matters must be dealt with by way of note on the 
balance sheet of the company or in any statement or report annexed 
thereto: 

(a) the gross amount of arrears of fixed dividends on any class 
of share and the date to which such dividends were last paid; 

(b) where a company has given options over its share capital, the 
number of shares affected, the class of share, the option price, 
and the date or dates for exercise thereof; 

(c) the amount or estimated amount of commitments for capital 
expenditure, if material, so far as not provided for in the 
balance sheet; 

(d) in the case of a holding company, the aggregate of any shares 
in, and the aggregate of any debentures of, the holding com- 
pany held by subsidiary companies, whose accounts are not 
consolidated. 

6. Where any of the assets of a company consist of shares in, or 
amounts owing, whether on account of a loan or otherwise, from a sub- 
sidiary company or subsidiary companies, the aggregate amount of 
those assets, distinguishing shares and indebtedness, shall be set out 
in the balance sheet of that company separately from all its other 
assets: provided, however, that this subsection shall not apply to a 
balance sheet in which the assets and liabilities of such subsidiary 
company or subsidiary companies are consolidated with the assets and 
liabilities of the first mentioned company. 


Apart from the various changes which will be evident 
upon a comparison of the foregoing with the present Act, 
the proposed subsection 4 contains a new requirement as 
to noting certain important financial information. The 
suggested language of this subsection is borrowed from the 
recommendations of the Cohen Committee. 
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PROFIT AND LOSS ACCOUNT 

The requirements as to the profit and loss acount of 
public companies are found in the present Act in section 
118, the first two subsections of which deal with payments 
to directors and executive officers; the details of income 
and expenditure which are required to be shown separately 
are covered by subsection 3. The Draft Act follows the 
present Act very closely. 

In our opinion it is desirable to rewrite the whole of 
the section in such a way as to provide that the statements 
of profit and loss, of both public and private companies, 
shall be drawn up so as to distinguish at least the following 
classes of income and expenses: 


(a) the operating profit before including or providing for other 
items of income and expenditure which are required to be 
shown separately; 

(b) income from investments in subsidiary companies; 

(c) income from other investments; 

(d) non-recurring profits and losses of significant amount includ- 
ing profits and losses of a special nature; 

(e) provision for depreciation and/or obsolescence and/or de- 


pletion; 
(f) amounts written off for goodwill or amortization of any other 


intangible assets; 

(g) interest on funded or other indebtedness not maturing within 
one year; 

(h) total remuneration paid to directors inclusive of all salaries, 
fees, percentages or other emoluments; 

(i) contribution to pension plans; 

(j) provision for taxes on income imposed by any taxing authority. 


We further recommend that the information required 
with respect to directors’ fees and invested income may be 
shown by way of a footnote if desired, and where depreci- 
ation, obsolescence and depletion are charged against manu- 
facturing or operating costs by the company in its accounts, 
the amount of such depreciation, obsolescence and depletion 
may also be shown as a note to the statement of profit and 
loss instead of being an integral part thereof. 

We believe that the above recommendations should apply 
in the case of each subsidiary as well as to the parent com- 
pany and should the accounts be consolidated, the amounts 
in respect of each of the above items should be reported 
in total in the consolidated accounts. In section IV of this 
report we set forth our recommendations regarding the re- 
porting of the remuneration of directors of public com- 
panies and such should be read in conjunction with the fore- 
going remarks. 
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One important recommendation of the Cohen Committee 
in respect to the profit and loss account is that there be 
added to the Act a provision that “The profit and loss ac- 
count or income and expenditure account shall give a true 
and fair indication of the earnings or income of the period 
covered by the account and shall disclose any material re- 
spects in which it includes extraneous or non-recurring 
transactions or transactions of an exceptional nature. It 
shall further be provided that if in any such period a ma- 
terial change is made in the basis on which the account or 
any item therein is calculated, attention shall be called to 
the change, and to the effect thereof by way of a note on the 
account.” 

We agree with the desirability of including such a gen- 
eral provision in our Canadian law and recommend that 
such be incorporated in the revised section 113. 


BALANCE SHEETS OF HOLDING COMPANIES 


This subject is dealt with in the present Act by section 
114 which has been considerably changed and the require- 
ments stiffened by section 107 of the Draft Act. We note 
that under the terms of the Draft Act the provision for the 
issuing of consolidated statements is withdrawn and we 
recommend that the provisions of the present Act in this 
connection be retained. There has been some objection 
taken to section 114 on the grounds of the difficulty of its 
language and we put forward two alternative recommenda- 
tions in this connection—first, that the section be redrafted 
in accordance with a recommendation prepared by the Leg- 
islation Committee of The Dominion Association of Chart- 
ered Accountants, reading as follows, (amended as to para- 


graph (4)): 

“(1) Any company (in this section referred to as ‘the holding com- 
pany’) may include in the balance sheet, statement of income 
and expenditure and statement of surplus to be submitted at any 
annual meeting the assets and liabilities and income and expen- 
diture of any one or more of its subsidiaries, making due pro- 
vision for minority interests, if any, and indicating in such bal- 
ance sheet and statement of income and expenditure and state- 
ment of surplus that the same are presented in consolidated 
form. 

(2) Where the assets and liabilities and income and expenditure 
of any one or more subsidaries of the holding company are not 
so included in the balance sheet and statement of income and 
expenditure and statement of surplus of the holding company, 
there shall be submitted as part of the balance sheet of the hold- 
ing company a statement prepared by the company, setting forth: 
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(a) the amount of the holding company’s proportion of the 
profit or loss of such a subsidiary company for the fiscal 
period coinciding with the fiscal period of the holding com- 
pany (or ending within if the accounts of the subsidiary 
company are made up at a different date) or if more than 
one such subsidiary, then the amount of the holding com- 
pany’s proportion of the aggregate profits less losses (or 
losses less profits) of all such subsidiaries for the same 
period; 

(b) the amount included as income from a subsidiary or sub- 
sidiaries in the income and expenditure account of the hold- 
ing company and the amount included in that account as 
a provision for the loss or losses of a subsidiary or sub- 
sidiaries; 
the amount of the holding company’s proportion of the un- 
distributed profits of such a subsidiary company earned since 
acquisition of the shares of the subsidiary to the extent that 
such amount has not been taken into the accounts of the 
holding company or, if more than one subsidiary, the amount 
of the holding company’s proportion of the aggregate undis- 
tributed profits of all such subsidiaries earned since ac- 
quisition less its proportion of the losses, if any, suffered 
by any such subsidiaries since acquisition to the extent that 
such amount has not been taken into the accounts of the 
holding company. 
In the event that adequate provision has not been made in the 
accounts of the holding company the auditors shall report the 
provision required, in their opinion, for the holding company’s 
proportion of the loss of a subsidiary suffered since acquisition 
of the shares of the subsidiary or if more than one subsidiary for 
the amount of the holding company’s proportion of their aggre- 
gate losses in excess of its proportion of the undistributed profits 
of any such subsidiaries. 


If the report of the auditors of any subsidiary company contains 
any material qualification in respect to the balance sheet of that 
company, the statement, which is to be annexed as aforesaid to 
the balance sheet of the holding company, shall contain particu- 
lars of the manner in which the report is qualified. 


If for any reason the directors of the holding company are un- 
able to obtain such information as is necessary for the prepara- 
tion of the statement aforesaid, the directors who sign the bal- 
ance sheet shall so report in writing and their report shall be 
annexed to the balance sheet in lieu of the statement.” 


(¢c 


— 


The alternative solution, which we favour, will be to 


require that for all subsidiary companies whose accounts 
are not consolidated, there must be submitted a balance 
sheet and statement of profit and loss and surplus in the 
form prescribed in the Act, together with a clear indication 
of the interest of the holding company in the securities of 
such subsidiary. In giving effect to this recommendation 
all but subsection 1 of section 114 could be repealed. Re- 
gardless of which alternative may be selected, however, we 
recommend two additional provisions: 
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(a) that any qualifications, if significant, appearing in the reports 
of auditors of subsidiary companies whose accounts are con- 
solidated, should appear in the report on the consolidated ac- 
counts by the auditors of the holding company; 

(b) that provision be made in respect of pre-acquisition profits 

and losses of subsidiary companies. This subject was ade- 
quately dealt with by the Cohen Report and we agree with its 
recommendation, as follows: 
“If a company becomes a subsidiary company in relation to an- 
other company or, where that relationship already exists, fur- 
ther shares in the first company are acquired by the second com- 
pany, the proportion of the profits or losses of the subsidiary 
company attributable to the shares so acquired, at the respec- 
tive dates of acquisition, shall not be brought into the accounts 
of the second company as revenue profits or losses. Where 
an acquisition of shares takes place at a date other than the 
date at which the accounts of the subsidiary company are 
made up and it is impracticable to ascertain or estimate with 
reasonable accuracy the profit or loss of the subsidiary from 
the date of its last accounts to the date of acquisition of the 
shares, the profit or loss for that period shall be deemed to be 
the amount arrived at by apportioning on a time basis the 
profit or loss for the period covered by the succeeding ac- 
counts of the subsidiary company”. 


DEFINITION OF SUBSIDIARY COMPANY 


In 1936 The Dominion Association of Chartered Ac- 
countants recommended that section 115 be changed so as 
to make it clear that the term ‘subsidiary’ should embrace 
subsidiary companies which are owned indirectly by the 
holding company to the extent of over 50%, for example: 

Company A owns 70% of the shares of Company B and Com- 
pany B owns 80% of the shares of Company C—lIn this illustration 

Company A owns indirectly 56% of Company C which would render 

the latter a subsidiary of Company A. 

There is another aspect to the matter; we believe that 
the definition should go even further so as to classify as 
subsidiaries all companies which are directly controlled 
through the ownership of a majority of the shares of 
a succession of companies, for example: 


Company A might own 60% of the shares of Company B 
which in turn might own 60% of the shares of Company C: it 
might be argued that Company A had only a 36% interest in 
Company C but, in fact, the control of Company B in this illus- 
tration guarantees effective control over the business and policies 
of Company C. 


We recommend that the definition be broadened accordingly. 


SIGNATURE OF ACCOUNTS 


Under the terms of section 116 of the present Act the 
balance sheet is to be signed on behalf of the board by 
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two directors, and the auditor’s report shall be attached 
or referred to by footnote. We considered the require- 
ments of some of the American statutes that financial state- 
ments must be certified by specified officials of the company 
and also recommendations made to the Cohen Committee 
that directors be required to certify whether or not, in their 
opinion, the assets, other than goodwill, are at the date of 
the balance sheet worth at least the value attributed there- 
to. 

Our recommendation in this connection is embodied in 
the following suggested amendment of subsection 1 of 
section 116: 

“The balance sheet and profit and loss account shall be approved 
by the Board of Directors, such approval to be evidenced by the 
signature at the foot of the balance sheet of two of the directors 
duly authorized so to sign, and the auditor’s report shall be at- 
tached to the balance sheet, or there shall be inserted at the 
foot of the balance sheet a reference to the report, and the report 
shall be read before the company at a general meeting and shall 
be open to inspection by any shareholder.” 


CIRCULATION OF ACCOUNTS 

Section 117 deals with the mailing of annual accounts 
to shareholders of public companies and the entitlement 
of shareholders of private companies to information as to 
the financial position of the company. The present pro- 
visions are repeated without change in the Draft Act. 
Briefly, the shareholder of a public company is entitled 
to receive by mail, before the annual meeting, a copy of 
the balance sheet, profit and loss account and auditor’s 
report; the shareholder of a private company may obtain, 
upon request, a copy of the balance sheet and auditor’s 
report at a charge not exceeding 10c per 100 words. In 
our opinion the private company shareholders should be 
entitled to the same treatment as the shareholders of public 
companies and we so recommend. We recognize that in the 
case of some private companies the requirements as to 
mailing and submitting proof thereof to the Secretary of 
State may be inappropriate, but in any event we feel that 
the private company shareholder should be entitled to re- 
ceive at no cost to himself copies of the balance sheet, 
profit and loss account, surplus statement and auditor’s 
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VIll. AUDITORS 
DISQUALIFICATIONS FOR APPOINTMENT AS 
AUDITOR 

Certain persons are disqualified for appointment as 
auditor of a public company by the provisions of section 
119 of the present Act. The persons so excluded are— 

(a) a director or officer of the company; 

(b) a person who is a partner of or in the employment of any 

director or officer of the company. 
The Draft Act varies these provisions only to the extent of 
providing that no person shall be appointed as auditor of 
a subsidiary or holding company who is a director or 
officer thereof, or of the parent or subsidiary company as 
the case may be. 

In our opinion these disqualifications should apply in 
the case of private as well as public companies and we 
recommend that section 111 of the Draft Act be extended 
so as to disqualify employees of companies as well as direc- 
tors and officers. 


AUDITORS’ REPORT 

The required contents of the auditors’ report are set 
forth in section 120 and from the language thereof is de- 
rived the usual form of report which appears on annual 
balance sheets. 

Since 1934 there has been a great deal of discussion in 
connection with this matter; considerable progress has been 
made by the profession in the United States towards a 
standard form of report and in that connection the Securi- 
ties and Exchange Commission has expressed certain views 
as to minimum requirements. In Canada there has been 
some reluctance to adopt the changes brought about in the 
United States, partly because of statutory requirements 
and partly because of a measure of distrust of the inter- 
pretation which our courts might place upon some of the 
language current under U.S. practice. 

In dealing with the English Act, the Cohen Committee 
recommended that the auditors’ report should state— 


“(a) whether in their opinion proper books of account have been 
kept or, in the case of a company with branches whose books 
have not been examined by the auditors, whether proper books 
of account have been kept at the principal office and branches 
visited by the auditors and proper accounts and returns ade- 
quate for purposes of their audit have been received from other 
branches; 

(b) whether or not they have obtained all the information and 
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explanations which to the best of their knowledge and belief 
were necessary for the purposes of their audit; 

(c) whether the balance sheet and profit and loss account, or in- 
come and expenditure account, referred to in the report are in 
agreement with the books, accounts and returns, and whether 
in their opinion and to the best of their information and ac- 
cording to the explanations given to them the accounts are 
properly drawn up in accordance with the provisions of the 
new Act and exhibit a true and fair view of (1) the state of 
affairs of the company as at the date of the balance sheet and 
(2) the profit or loss, or net income or net expenditure, for 
the period ended on that date; and 


(d) in the case of a holding company which does not annex 
consolidated accounts to its annual accounts (para. 122), 
whether in their opinion the reasons given by the directors 
for not presenting consolidated accounts are satisfactory and 
whether the particulars given in respect of the profits or 
losses, or net income or net expenditure, and the qualifications 
in the auditors’ reports upon the accounts of the subsidiary 
companies have been properly compiled from the information 
contained in such accounts and the auditors’ reports thereon 
(para. 114).” 


While the above recommendation meets several of the 
objections which have been levied against the existing law, 
notably in requiring a reference to the profit and loss 
statement as well as the balance sheet, it preserves a con- 
siderable amount of verbiage which we feel is unnecessary. 


There will be many opinions as to what constitutes the 
perfect form of report but we believe that it is desirable 
to get away from the rather stilted form of the present 
report and attempt to devise a simple statement which will 
properly reflect the opinion of the auditor. In our opinion 
the report should consist of two parts, first, a statement 
adequately describing the nature of the examination made 
by the auditor and, secondly, the opinion of the auditor as 
to the correctness of the balance sheet and profit and loss 
and surplus statements. 


We recognize that any such change must receive most 
careful consideration because the present type of report 
has been in use so long that practically all the jurisprudence 
in Canada and in England relating to the responsibility 
of auditors is based upon the present form of report. For 
instance, it appears at first glance an easy matter to require 
a flat statement of fact by the auditor that the financial 
statements are in agreement with the books of account, but 
when one considers the complexity of accounting records, 
the use of branch and subsidiary records and accounts, it 
may well be a matter of opinion as to whether or not the 
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statements are in agreement with the records. It is to 
safeguard against such difficulties, which do not appear on 
the surface, that we suggest that the only statement of 
fact to be contained in the report of the auditor be a state- 
ment as to the scope and nature of his examination and 
that the balance of his report consist purely of his opinion 
as required by statute. The form of opinion which we 
favour is one in which the auditors state that the financial 
statements “are properly drawn up so as to fairly present 
the financial position of the company and the result of its 
operations for the year, according to the best of their in- 
formation and the explanations given them.” 

For purposes of comparison we quote a form of 
certificate devised by the Committee on Audit Procedure 
of the American Institute of Accountants for submission 


to the Securities and Exchange Commission: 

“We have examined the balance sheet of the XYZ Company as 
of February 28, 1941, and the statements of income and sur- 
plus for the fiscal year then ended, have reviewed the system 
of internal control and the accounting procedures of the 
company and, without making a detailed audit of the transac- 
tions, have examined or tested accounting records of the com- 
pany and other supporting evidence, by methods and to the 
extent we deemed appropriate. Our examination was made 
in accordance with generally accepted auditing standards ap- 
plicable in the circumstances and included all procedures which 
we considered necessary. 

In our opinion, the accompanying balance sheet and related state- 
ments of income and surplus present fairly the position of the 
XYZ Company at February 28, 1941, and the results of its 
operations for the fiscal year, in conformity with generally 
accepted accounting principles applied on a basis consistent 
with that of the preceding year.” 


IX. CONCLUSION 

In conclusion we would point out that the opinions ex- 
pressed in the foregoing report are those of the members 
of the Post War Committee of The Dominion Association 
of Chartered Accountants and while we have received 
assistance and suggestions from the Institutes of Chartered 
Accountants of the various provinces and from individual 
members, the final recommendations are purely the respon- 
sibility of the Committee. 

The arguments in favour of securing uniformity in the 
company legislation of the dominion and the provinces 
are too well known to need repetition here. Since the pres- 
ent Act came into force, the degree of difference between 
the dominion and the provincial statutes has been greater 


310 





1946 AMENDMENTS OF THE EXCESS PROFITS TAX ACT, 1940 


than previously existed, and there is today a noticeable 
tendency to prefer, other things being equal, to seek incor- 
poration under the statute which imposes the smallest num- 
ber of controls and restrictions. In our opinion there is noth- 
ing unnatural or sinister in this preference for provincial in- 
corporation, but we wholeheartedly subscribe to the prin- 
ciple that there should be a uniform standard throughout 
all Canada. We express the hope, therefore, that the 
Dominion-Provincial Committee on Uniform Company Law 
will find it possible to bring their important work to 
fruition within a reasonably short period of time. 


1946 AMENDMENTS OF 
The Excess Profits Tax Act, 1940 
10 George VI, 1946 
Chapter 47 


An Act to amend The Excess Profits Tax Act, 1940. 
[assented to 31st August 1946] 


IS MAJESTY, by and with the advice and consent of the Senate 

and House of Commons of Canada, enacts as follows: 

1. Section three of The Excess Profits Tax Act, 1940, chapter 
thirty-two of the statutes of 1940, as enacted by section two of chapter 
nineteen of the statutes of 1945 (second session), is repealed and the 
following substituted therefor: 

“3. In addition to any other tax or duty payable under any Act, 
there shall be assessed, levied and paid a tax in accordance with the 


1940, c. 32; 
1940-41, c. 16; 
1942-48, c. 26; 
1943-44, c. 13; 
1944-45, c. 88 ; 
1945 (2nd 
Sess.) c. 19. 


Corporations 
and persons 
liable to 


rate set out in the Second Schedule to this Act upon the excess profits tax 


of every corporation or joint stock company residing or ordinarily 
resident in Canada or carrying on business in Canada: Provided that 
where a corporation or joint stock company other than a controlled 
company whose standard profit is restricted by section fifteen A of this 
Act, in the opinion of the Minister , 
(@) has commenced business after the twenty-sixth day of June, 
nineteen hundred and forty-four, or 
(0) carried on a substantially different business to which subsec- 
tion four of section five of this Act is applicable and uses therein 
physical assets substantially different from those he used in the 
business he previously carried on, 
the tax imposed by this section is not applicable to the profits of the 
first fiscal period of the new business or to the profits of the first fiscal 
period in which the said subsection four becomes applicable, as the 
case may be, unless, in the case of a corporation or joint stock com- 
pany that has commenced business after the twelfth day of October, 
nineteen hundred and forty-five, a person or persons who has or have 
a substantial interest in the business either by ownership of shares 
in the corporation or joint stock company that operates the business 
or otherwise, had, in the opinion of the Minister, either by ownership 
of shares in the company that operated the business or by being mem- 
bers of the partnership that operated the business or otherwise, a sub- 
stantial interest in a previous business of which the new business is, in 
the opinion of the Minister, a continuation.” 
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2. (1) That part of subsection one of section six of the said Act 
preceding paragraph (0b), as enacted by section four of chapter nine- 
teen of the statutes of 1945 (second session), is repealed and the fol- 
lowing substituted therefor: 

6. (1) A corporation or joint stock company is entitled, in re- 
spect of any taxation period, to deduct from profits for the purpose of 
computing the tax imposed by this Act:” 

(2) Subsection two of section six of the said Act, as amended by 
section eight of chapter fifteen of the statutes of 1940-41 and section 
five of chapter thirty-eight of the statutes of 1944-45, is repealed. 

3. (1) Paragraph (a) of section seven of the said Act is repealed 
and the following substituted therefor: 

“(a) the profits of taxpayers referred to in paragraphs (d), (e), 
(1), (9), (99), (h), (4), (kK), (m) and (p) of section four of the 
Income War Taz Act;” 

(2) The following paragraph is inserted after paragraph (a) of 

section seven of the said Act: 

“(aa) The profits of a taxpayer referred to in paragraph (q@) of 
section four of the Income War Taz Act.” 

(3) Paragraph (b) of the said section seven, as enacted by sec- 

tion seven of chapter twenty-six of the statutes of 1942, is repealed. 

(4) Subparagraph (i) of paragraph (f) of the said section seven, 
as enacted by section ten of chapter fifteen of the statutes of 1940-41, is 
repealed. 

4. Section fourteen of the said Act is repealed and the following 
substituted therefor: 

“44. Without limiting any of the provisions contained in this Act, 
sections forty to eighty-seven both inclusive of the Income War Taz 
Act, excepting subsection three of the first paragraph of subsection 
five of section forty-eight, Part VIII A and section seventy-six A 
thereof, shall mutatis mutandis apply to matters arising under the 
provisions of this Act to the same extent and as fully and effectively 
as they apply under the provisions of the Income War Taz Act, and 
notwithstanding anything contained in that Act the provisions of 
Part VIII are applicable under this Act in respect of assessments of 
the nineteen hundred and forty-six and subsequent taxation years.” 

5. The Second Schedule to the said Act, as enacted by section 
eight of chapter nineteen of the statutes of 1945 (second session), is 
repealed and the following substituted therefor: 


SECOND SCHEDULE 


In the case of corporations or joint stock companies—fifteen per 
centum of the excess profits. 

6. (1) The provisions of this Act, except subsection three of sec- 
tion three and subsection two of section four shall come into force on 
the first day of January, nineteen hundred and forty-seven and the 
said provisions shall apply in respect of that preportion of the profits 
of a taxpayer of the nineteen hundred and forty-seven taxation year 
which the number of days of the said taxation year in the year nine- 
teen hundred and forty-seven is of the total number of days of the said 
taxation year and the provisions previously applicable shall apply in 
respect of the remaining proportion of the said profits. 

(2) Subsection three of section three of this Act shall be applicable 
in respect of the nineteen hundred and forty-seven and subsequent 
taxation years. 

(3) Subsection two of section four of this Act is applicable in 
respect of the nineteen hundred and forty-six and subsequent taxation 
years. 
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10 GEORGE VI, 1946 


CHAPTER 55 





An Act to amend the Income War Tax Act 
[assented to 31st August 1946] 


R.S., c. 97; 
1928, ce. 12, 


1980, ¢. 24; 
1981, ¢. 85; 
1982, ec. 48, 
4 . 


1934, cc. 19, 

55; 

1935, cc. 22, 
40; 

1986, ce. 6, 

1988, ce. 48; 


1939 (2nd 
Sess.) c. 6; 
1940, c. 84; 
1940-41, ¢. 18; 
1942-43, c. 28; 
1943-44, ec. 


IS MAJESTY, by and with the advice and consent of the Senate 14,24 


and House of Commons of Canada, enacts as follows: 


1. (1) Subsection one of section two of The Income War Taz Act, 
chapter ninety-seven of the Revised Statutes of Canada, 1927, is amend- 
ed by adding thereto the following paragraph: 

“(x) words importing the masculine include the neuter.” 

(2) Paragraph (0) of subsection two of section two of the said 
Act is repealed and the following substituted therefor: 

“(b) A person who is wholly dependent on the taxpayer for sup- 
port and of whom the taxpayer has, or immediately before such 
person attained the age of twenty-one years did have, in law 
or in fact, the custody and control;” and 


(3) Paragraph (0) of subsection two of section two of the said 
Act aS amended by subsection two of this section shall be deemed to 
have come into force on the first day of nn nineteen hundred 
and forty-four. 

2. (1) The proviso to paragraph (c) of eheeannens one of section 
three of the said Act is repealed and this subsection shall be deemed 
to have come into force on the twenty-eighth day of June, nineteen 
hundred and forty-six. 

(2) Subsection four of the said section three is repealed and the 
following substituted therefor: 

“(4) Any payment made to any person in conneetion with any 
duty, office or employment, whether as allowances on a per diem or 
other periodic basis, living allowances or expenses or otherwise, except 

(a) travelling or other allowances expressly fixed by and in any 
Act of the Parliament of Canada, 

(b) travelling expenses and separation allowances designated by 
the Minister, paid to a member of the permanent Canadian Naval, 
Military and Air Forces who is in receipt of pay and allowances 
at rates designated by the Minister as new permanent force rates 
of pay and allowances, and 

(c) travelling expenses paid to any member of the Canadian Naval, 
Military or Air Forces in the Canadian Active Service Forces 
other than to a member of the permanent Canadian Naval, Mili- 
tary or Air forces described in paragraph (b) of this subsection, 

shall be salary of such person and taxable as income for the purposes 
of this Act: Provided, however, that living allowances paid to persons 
who are serving outside of Canada but are maintaining a self-contained 
domestic establishment in Canada and who are either employees of 
the Government.of Canada or members of the Canadian Naval, Military 
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or Air forces in the Canadian Active Service Forces shall not be deemed 
to be taxable income up to such an amount as may be determined by 
the Minister in his discretion.” 


(3) Subsection six of the said section three is repealed and the 
following substituted therefor: 

“(6) Where the Minister is satisfied that a single payment made 
on or after the first day of January, nineteen hundred and forty-four 
and on or before the twenty-seventh day of June, nineteen hundred and 
forty-six, by an employer to an employee, upon retirement, other than 
a payment out of or pursuant to a superannuation or pension fund or 
plan approved by the Minister, was in recognition of long service, one 
fifth only of the payment shall be deemed, for the purposes of this 
Act, to be income of the taxpayer in the year it was received and one 
fifth thereof shall be so deemed to be income of the taxpayer in each 
of the four succeeding years in which he is living.” 

(4) Subsection eight of the said section three is repealed and the 
following substituted therefor: 

“(8) Where the Minister is satisfied that a payment or payments 
made on or after the thirteenth day of October, nineteen hundred and 
forty-five and on or before the twenty-seventh day of June, nineteen 
hundred and forty-six, by a person to a former employee is in respect 
of loss of office or employment, one fifth only of the payment or the 
aggregate of the payments made in any year shall be deemed, for the 
purposes of this Act, to be income of the taxpayer in the year it is 
received and one fifth thereof shall be so deemed to be income of the 
taxpayer in each of the four succeeding years in which he is living.” 


(5) The said section three is further amended by adding the fol- 
lowing subsections thereto: 

“(9) Where an elected member of a provincial legislative assembly 
is, under an Act of the provincial legislature, paid an allowance for 
expenses incidental to the discharge of his duties as a member, either 

(a) the allowance paid in the taxation year, if it does not exceed 

one-half of the maximum fixed amount provided by law as pay- 
able to the member by way of salary, indemnity or other remun- 
eration as a member in respect of attendance at a session of 
the legislature, or 

(b) a portion of the allowance equal to one-half of the said maxi- 

mum fixed amount, 
whichever is less, shall, notwithstanding anything in this Act, not be 
taxable as income for the purposes of this Act. 

(10) Where the author or joint author of a literary, dramatic, 
musical or artistic work was engaged for a period of more than twelve 
months in the production thereof and assigns the copyright therein 
wholly or partially and receives within twelve months of the assign- 
ment, in consideration or part consideration therefor, payments which 
but for this subsection would be income of the taxation year in which 
they are received, if he files with the Minister an election in form 
prescribed by the Minister before the expiration of the time fixed by 
section thirty-three of this Act for delivering a return of his income 
of the said taxation year and ‘ 

(a) if the period in which he was engaged on the production of 

the work did not exceed twenty-four months, 

(i) one-half of the payments shall be deemed to be income of 
the taxation year in which they are received, and 

(ii) one-half of the payments shall be deemed to be income of 
the taxation year immediately preceding the said taxation 
year; or ‘ 
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(b) if the period in which he was engaged in the production of 
the work exceeded twenty-four months, 

(i) one-third only of the payments shall be deemed to be income 
of the taxation year in which they are received, and 

(ii) one-third of the payments shall be deemed to be income of 
each of the two taxation years immediately preceding the said 
taxation year.” ‘ 

3. (1) Paragraph (g) of section four of the said Act is repealed 

and the following substituted therefor: 

“(g) The income of mutual corporations not having a capital 
represented by shares, no part of the income of which inures to 
the benefit of any member thereof, except mutual insurance 
corporations that do not derive their premiums wholly from the 
insurance of churches, schools or other religious, educational 
or charitable institutions; 

“(gg) The income of life insurance companies except such amount 
as is credited to shareholders’ account.” 

(2) Paragraph (mn) of the said section four is repealed and the 

following substituted therefor: 

“(n) Dividends paid to an incorporated company by a company 
incorporated in Canada the profits of which have been taxed 
under this Act or to which paragraph (w) of this section applies, 
except as hereinafter provided by sections nineteen, twenty-two 
A and thirty-two A;” 

(3) Paragraph (p) of the said section four is repealed and the 


following substituted therefor: 

“(p) The income during the first three taxation years after com- 
mencement of its business, of a corporation commencing business 
on or after the first day of January, nineteen hundred and forty- 
seven, that is incorporated under provincial legislation, providing 
for the establishment of co-operative corporations, for the pur- 
pose of marketing, including processing incidental to or con- 
nected therewith, natural products of or acquired from its mem- 
bers or customers, or of purchasing supplies, or equipment or 
household necessaries for or to be sold to its members or cus- 
tomers, or of performing services for its members or customers, 
if 
(i) the statute under which the corporation is incorporated or 

its charter, articles of association or by-laws or its contracts 
with its members or with its members and customers hold 
forth the prospect that payments will be made to them in 
proportion to patronage; 

(ii) no member of the corporation has more than one vote in 
the conduct of the affairs of the corporation; 

(iii) aft its members are individuals; 

(iv) the rate of interest on capital subscribed by its members 
or dividends on shares of the corporation does not exceed five 
per centum per annum; 

(v) the value of the products of or acquired from, and supplies, 
equipment and household necessaries purchased for or sold 
to and services performed for its customers other than mem- 
bers does not in the taxation year exceed twenty per centum 
of the total value thereof so dealt in by the corporation during 
the said year; 

(vi) no member of the corporation, directly or indirectly, holds 
shares in or has subscribed amounts by way of capital to, the 
corporation in excess of five per centum of the shares of the 
corporation issued, or of the total capital subscribed therefor; 
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and ‘ 

(vii) the business carried on by the corporation is not, in the 
opinion of the Minister, a continuation of a previous business 
in which, in the opinion of the Minister, a substantial number 
of members of the corporation had a substantial interest, either 
as shareholders of a corporation carrying on the previous 
business or otherwise.” 


(4) Paragraph (q) of the said section four is repealed and the 
following substituted therefor: 
“(q) The income of a corporation or association incorporated or 


organized as a credit union or co-operative credit society if 

(i) the corporation or association derives its revenue primarily 
from loans made to members residing within the territorial 
limits within the province to which it is restricted for the 
carrying on of its business, or 

(ii) the members thereof are corporations or associations in- 
corporated or organized as credit unions which derive their 
revenues primarily from loans made to their members or 
under provincial co-operative legislation or for religious, edu- 
cational or charitable purposes or corporations or associations, 
no part of the income of which enures to the benefit of any 
member thereof.” 


(5) Paragraph (t) of the said section four is repealed and the 
following substituted therefor: 
“(t) The service pay and allowances, except service pay and 


allowances paid at rates designated by the Minister as new 

permanent force rates of pay, of 

(i) members of the Canadian Naval, Military and Air Forces 
while in the Canadian Active Service Forces and overseas on 
the strength of an Overseas Unit outside of the Western 
Hemisphere, and 

(ii) members of the said Forces whose income from such service 
pay and allowances (excluding subsistence allowances up to 
one dollar and seventy cents per day and marriage and de- 
pendents’ allowances and supplementary grants paid by the 
dependents’ board of trustees) is paid at the rate of less than 
one thousand six hundred dollars per annum.” 


(6) Paragraph (v) of the said section four is repealed and the 
following substituted therefor: 
“(v) The service pay and allowances received in respect of the first 


six months’ service after his return to Canada by any member 
of the Canadian Naval, Military or Air Forces who is in the 
Canadian Active Service Forces and who has been overseas on 
the strength of an Overseas Unit outside of the Western Hemi- 
sphere except service pay and allowances paid at rates designat- 
ed by the Minister as new permanent force rates of pay and 
allowances: Provided, however, that in the case of a member 
of the said Forces who has not been on the strength of an 
Overseas Unit outside of the Western Hemisphere for a period 
of at least six months, the period of exemption granted here- 
under shall not exceed the length of the period which has been 
served by him on the strength of an Overseas Unit outside of 
the Western Hemisphere: Provided further that the exemption 
shall not in any case exceed one period of six months for any 
such service outside of the Western Hemisphere;” 

(7) Paragraph (w) of the said section four is repealed and the 


following is substituted therefor: 
“(w) The income of a corporation or joint stock company 


316 





| 
| 
| 





INCOME WAR TAX ACT AMENDMENTS 


(i) whose capital throughout the taxation year is, to the extent 
of eighty per centum or more, invested in stocks, bonds or 
securities or held in cash, 

(ii) whose gross income during the taxation year is, to the 
extent of not less than ninety-five per centum derived from 
investments mentioned in paragraph (7) of this subsection, 

(iii) whose capital is throughout the taxation year, to the extent 
of not more than ten per centum thereof, invested in the 
stocks, bonds or securities of any one corporation or debtor 
other than His Majesty in right of Canada or of any province 
or of a Canadian municipality, 

(iv) whose shares are, throughout the taxation year, held by 
persons numbering fifty or more of whom none holds more 
than twenty-five per centum of the whole capital stock of the 
corporation, 

(v) whose net income during each taxation year (other than 
unsold dividends or interest received otherwise than in cash) 
has been distributed to the shareholders within one hundred 
and twenty days after the close of the taxation year to the 
extent of eighty-five per centum or more, and 

(vi) which has, throughout the taxation year, no outstanding 
bonds, debentures or other securities evidencing funded in- 
debtedness.” 

(8) The said section four is further amended by adding thereto 
the following paragraph: 

“(z) Subject to any regulations deemed necessary by the Governor 
in Council to carry this paragraph into effect, the income of a cor- 
poration or joint stock company derived from the operation of a new 
or old mine 

(a) that the Minister has certified came into production during 

the period commencing January first, nineteen hundred and 

forty-four and ending on December thirty-first, nineteen hundred 
and forty-nine, and 

(6) that has been determined by the Minister, 

(i) where he certifies that it came into production before the 
first day of January, nineteen hundred and forty-six, to be 
a base metal or strategic mineral mine, or 

(ii) where he certifies that it came into production on or after 
the first day of January, nineteen hundred and forty-six, to 
be a metalliferous or industrial mineral mine 

after considering whether ore is produced therein in reasonable 

commercial quantities and, in the case of an industrial mineral 

mine, after receiving a certificate from the Minister of Mines 
and Resources that the mine is an industrial mineral mine oper- 
ating on mineral deposits other than bedded deposits including 
for this purpose deposits of building stone, 
during the first three taxation years of twelve months after the day 
on which, in atcordance with the certificate of the Minister it came 
into production, if that day is the first day of January, nineteen hun- 
dred and forty-seven or later, or if the day on which, in accordance 
with the certificate of the Minister, it came into production is before 
the first day of January, nineteen hundred and forty-seven, the un- 
expired portion of the first three taxation years after the day it is 
certified that it came into production remaining after the thirty-first 
day of December, nineteen hundred and forty-six.” 


4. (1) Paragraph (a) of subsection one of section five of the 
said Act is repealed and the following is substituted therefor: 


Income of 
companies 


from mines. 


“(a) In determining the income derived from mining and from pepletion. 


317 





re 
i. 
” 
4 


Exemptions 
and 


1944-46, e. 40. 


THE CANADIAN CHARTERED ACCOUNTANT 


oil and gas wells and timber limits there may be deducted such 
an allowance for the exhaustion of the mines, wells and timber 
limits as may be fixed by regulation of the Governor in Council 
and in the case of leases of mines, oil and gas wells and timber 
limits the lessor and lessee shall each be entitled to deduct a part 
of the allowance for exhaustion as may be agreed upon between 
them and in case the lessor and lessee do not agree the 
Minister shall have full power to apportion the deduction be- 
tween them and his determination shall be conclusive;” 


(2) The following paragraphs are inserted in subsection one of 
the said section five immediately after paragraph (b) thereof: 
“(c) fifteen hundred dollars in the case of a taxpayer who, during 


the taxation year, was 

(i) a married person who supported his spouse and whose spouse 
was resident in any part of His Majesty’s dominions or in a 
country contiguous to Canada, or, residing elsewhere, was a 
subject or citizen of a country associated or allied with Can- 
ada in the conduct of the war that commenced in September, 
nineteen hundred and thirty-nine, and was prevented by rea- 
son of such war, or prohibited by law, from entering or land- 
ing in Canada; 

(ii) a person who has a son or daughter wholly dependent upon 
him for support, if the son or daughter was, during the taxa- 
tion year, 

(A) under eighteen years of age; 

(B) eighteen years of age or over and dependent by reason of 
mental or physical infirmity; or 

(C) under twenty-one years of age and a student at a second- 
ary school, university or other educational institution; 

and resident in any part of His Majesty’s dominions or in a 

country contiguous to Canada, or, residing elsewhere, was a 

subject or citizen of a country associated or allied with Canada 

in the conduct of the war that commenced in September, 

nineteen hundred and thirty-nine, and was prevented by reason 

of such war, or prohibited by law, from entering or landing 

in Canada; 

(iii) an unmarried person or a married person separated from 
his spouse who maintained a self-contained domestic establish- 
ment and-actually supported therein a person wholly depend- 
ent upon him and connected with him by blood relationship, 
marriage or adoption; or 

(iv) an unmarried minister or clergyman in charge of a diocese, 
parish or congregation, who maintained a _ self-contained 
domestic establishment and employed therein on full-time, 
a housekeeper or servant; and 

seven hundred and fifty dollars in the case of each person not 

entitled to the aforesaid deduction of fifteen hundred dollars; 


“(d) one hundred dollars for each child or grandchild of the tax- 


payer who was, during the taxation year, wholly dependent upon 
him for support, if the child or grandchild was a child that was 
or might have been registered under The Family Allowances 
Act, 1944, so that an allowance under the said Act was or might 
have been paid in respect of the last month of the taxation year, 
and three hundred dollars for each other child or grandchild 
of the taxpayer who was, during the taxation year, wholly de 
pendent upon him for support and was 

(i) under eighteen years of age; 
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(ii) eighteen years of age or over and dependent by reason of 
mental or physical infirmity; or 
(iii) under twenty-one years of age and a student at a second- 
ary school, university or other educational institution; 
and was resident in any part of His Majesty’s dominions or 
in a country contiguous to Canada, or, residing elsewhere, was 
a subject or citizen of a country associated or allied with Canada 
in the conduct of the war that commenced in September, nineteen 
hundred and thirty-nine, and was prevented by reason of such 
war, or prohibited by law, from entering or landing in Canada; 
except (unless the taxpayer employs a full-time housekeeper or 
servant in a self-contained domestic establishment where he 
supports a child by reason of whom he may make a deduction 
under paragraph (c) of this subsection) one such dependent by 
reason of whom the taxpayer is entitled to make a deduction 
under paragraph (c) of this subsection; 

“(e) an amount not exceeding one hundred dollars expended by 
the taxpayer during the taxation year for the support of a per- 
son who was, during the taxation year, dependent upon the tax- 
payer for support and who was a child that was or might have 
been registered under The Family Allowances Act, 1944, so that 
an allowance under the said Act was or might have been paid 
in respect of the last month of the taxation year, and an amount 
not exceeding three hundred dollars expended by the taxpayer 
during the taxation year for the support of any other person 
who was, during the taxation year, dependent upon the taxpayer 
for support and was 
(i) his parent or grandparent and dependent by reason of men- 

tal or physical infirmity; 
(ii) his brother or sister 
(A) under eighteen years of age, 
(B) eighteen years of age or over and dependent by reason of 
mental or physical infirmity, or 
(C) under twenty-one years of age and a student at a secon- 
dary school, university or other educational institution; or 
(iii) his daughter or sister under twenty-one years of age train- 
ing as a nurse at a public or provincially licensed private hos- 
pital; 
and was resident in any part of His Majesty’s dominions or in a coun- 
try contiguous to Canada, or, residing elsewhere, was a subject or citi- 
zen of a country associated or allied with Canada in the conduct of the 
war that commenced in September, nineteen hundred and thirty-nine 
and was prevented by reason of such war, or prohibited by law, from 
entering or landing in Canada, (except one such dependent by reason 
of whom the taxpayer is entitled to make a deduction under para- 
graph (c) of this subsection) ;” 

(3) Paragraph (h) of the said subsection one of section five is 

repealed and the following substituted therefor: 

“(h) that proportion of a payment out of an employees’ super- 
annuation or pension fund or plan the investment income of 
which has been exempt from taxation under this Act by reason 
of an election for such exemption by the trustees or corporation 
administering the fund or plan 
(i) that the aggregate of the amounts paid by the employee into 

the fund or plan during the period when its income was exempt 
by reason of such election is of the aggregate of all amounts 
paid by him into the fund or plan; or 
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(ii) that the aggregate of the amounts paid by the employee 
into the fund or plan during the period when its income was 
exempt by reason of such election together with simple in- 
terest on each amount so paid from the end of the year of 
payment thereof to the commencement of the superannuation 
allowance or pension at three per centum per annum is of the 
aggregate of all amounts paid by him into the fund or plan 
together with simple interest as aforesaid on each amount 
so paid, 

whichever is the greater;” 

(4) The proviso to paragraph (j) of the said subsection one of 
section five is repealed. 

(5) The proviso to paragraph (jj) of the said subsection one of 
section five is repealed in respect of taxation years ending on or after 
the first day of July, nineteen hundred and forty-seven. 

(6) That part of paragraph (k) of the said subsection one of 
section five reading as follows: 

“The decision of the Minister in respect of any question arising 
under paragraphs (i), (j) and (xk) hereof shall be final and con- 
clusive,” 

is repealed. 

(7) That part of paragraph (mn) of the said subsection one of 
section five after subparagraph (iii) is repealed and the following 
substituted therefor: 

“if payment is made to a medical practitioner, dentist or nurse 
qualified to practise under the laws of the place where the expenses 
are incurred or a public or licensed private hospital in respect of a 
birth in the family of, illness of or operation upon the taxpayer or 
his spouse or any dependent in respect of whom he may make a deduc- 
tion under paragraph (c), (d@) or (e) of this subsection including the 
salary or wages paid to one full-time attendant upon the taxpayer, his 
spouse or any such dependent, who was throughout the whole of the 
taxation period, necessarily confined by reason of illness, injury or 
affliction to a bed or wheelchair and including also the salary or 
wages paid to one full-time attendant upon the taxpayer, his spouse 
or any such dependent who was totally blind at any time in the tax- 
ation period and required the services of such an attendant; and in- 
cluding an amount expended on an artificial limb, a spinal brace, a 
brace for a limb or an aid to hearing for the taxpayer, his spouse or 
any such dependent: Provided that the deduction shall not exceed the 
aggregate of 

(iv) six hundred dollars in the case of a single person, or nine 
hundred dollars in the case of a married person or persons 
given an equivalent status in respect of rates of tax under this 
Act (but a husband and wife are entitled to only one such 
deduction of nine hundred dollars between them), and 

(v) one hundred and fifty dollars for each dependent in respect 
of whom he may make a deduction under paragraph (c), (d) 
or (e) of this subsection but not exceeding six hundred dol- 
lars in respect of such dependents: and 

Provided further that payment of the said medical expenses is 

proven by receipts filed with the Minister;”’ 

(8) Paragraph (q) of the said subsection one of section five is 
repealed and the following substituted therefor: 

“(q) subsistence allowances, except to the extent that any such 

allowance exceeds one dollar and seventy cents per day, of mem- 

bers of the Canadian Naval, Military or Air Forces while in the 
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Canadian Active Service Forces, other than any such allowance 
received by a member of the permanent Canadian Naval, Military 
or Air Forces who is in receipt of pay and allowances at rates 
designated by the Minister as new permanent force rates of pay 
and allowances;” 

(9) Paragraph (v) of the said subsection one of section five is 
repealed and the following substituted therefor: 

“(v) in respect of income for a taxation year ending between the 
last day of nineteen hundred and forty-two and the last day of 
nineteen hundred and forty-six, an amount not exceeding in the 
case of the deduction for any year 
(i) in the case of a deduction from the income for the nine- 

teen hundred and forty-six taxation year, the excess profits 
for the said year as defined by paragraph (c) of subsection 
one of section two of The Excess Profits Tax Act, 1940, as en- 
acted by chapter nineteen of the statutes of nineteen hundred 
and forty-five; or 
(ii) in the case of deduction from the income for a taxation year 
prior to the nineteen hundred and forty-six taxation year, the 
amount of the taxpayer’s profits as defined in the said Act in 
the said year above the point at which the tax calculated for 
the said year under the First Part of the Second Schedule to 
the said Act was equal to the tax calculated for the said year 
under the Second Part of the Second Schedule to the said Act 
and not exceeding in the aggregate for all the aforesaid years 
(iii) one-half of the expenditures made 
(A) in connection with maintenance and repairs by a tax- 
payer carrying on a business, or 
(B) on underground development by a taxpayer operating a 
mine, in a period to be fixed by the Governor in Council 
for the purposes of this paragraph; 
but the taxpayer may not deduct from his income for the year 
of expenditure, in respect of maintenance and repairs or under- 
ground development, more than the amount by which the ex- 
penditures made with respect thereto in that year exceed the 
amount deducted in a previous year or years in respect thereof 
under this paragraph;” 

(10) Subsection one of the said section five is further amended 
by adding thereto the following paragraph: 

“(w) Such amount as the Governor in Council may by regulation 
allow in respect of taxes paid to the government of a province 
on income derived from mining or logging operations in the 
province.” 

(11) Subsection ten of this section is applicable to the income of 
the nineteen hundred and forty-seven taxation year and subsequent 
taxation years but in the case of the nineteen hundred and forty-seven 
taxation year no amount may be deducted under paragraph (1) of 
subsection one of section five of the Income War Tax Act as enacted 
by the said subsection ten greater than that proportion of the total 
amount of the taxes referred to in the said paragraph (w) paid by the 
taxpayer during the said taxation year which the number of days of 
the said taxation year after the thirty-first day of December, nineteen 
forty-six is of the total number of days in the said taxation year. 

(12) Section five of the said Act is further amended by adding 
the following subsections thereto: 

“(3) If during a taxation year the spouse of a married person 
described by subparagraph (i) of paragraph (c) of subsection one of 
this section. 
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(a) has an income of more than two hundred and fifty dollars 
and not more than seven hundred and fifty dollars, the deduction 
of fifteen hundred dollars permitted to the married person by 
the said paragraph (c) shall be reduced by the amount by 
which the income of the spouse is in excess of two hundred and 
fifty dollars; or 

(b) has an income of more than seven hundred and fifty dollars, 
the said married person and spouse are each entitled only to the 
deduction of seven hundred and fifty dollars permitted by the 
said paragraph (c). 

“(4) The deduction in respect of a dependent child under para- 
graph (d) of subsection one of this section may in any year be made 
from the income of such of his parents as may be determined by agree- 
ment between them, but if there is no such agreement the deduction 
shall be made from the father’s income unless the Minister otherwise 
determines; but in the case of an illegitimate child the deduction shall 
be made, unless the Minister otherwise determines, from the mother’s 
income. 

“(5) No deduction shall be made under paragraph (c) of sub- 
section one of this section from the income of any non-resident person 
described by paragraph (c), (d) or (e) of subsection one of section 
nine of this Act or referred to in subsection seven of section twenty- 
seven of this Act unless the country in which such non-resident per- 
son resides allows a similar advantage to residents of Canada subject 
to tax in such country under similar circumstances. 

“(6) Where a taxpayer is entitled to make a deduction from his 
income for the taxation year under paragraph (t) of subsection one 
of this section in respect of a payment for the maintenance of a spouse 
or child, the spouse or child shall, for the purposes of paragraph (c) 
or (d) of the said subsection one, be deemed not to be the spouse or 
child of the taxpayer. 

“(7) There may be deducted for the purposes of this Act from the 
income as hereinbefore defined of an insurance company other than a 
life insurance company, whether a mutual corporation or a joint stock 
company, any amount credited to a policyholder of the insurance com- 
pany by way of dividend, refund of premiums or refund of premium 
deposits and which amount is, during the taxation year, either: 

(a) paid to the policyholder; 

(b) applied in discharge, in whole or in part, of any liability of 
the policyholder to pay premiums to the insurance company; or 

(c) credited to the account of the policyholder cn terms that he 
is entitied to or may obtain payment thereof within a period 
not exceeding thirty days after demand for payment by him, 
if notice of crediting upon such terms has been given to the 
policyholder by the insurance company.” 

(13) Section five of the said Act is further amended by adding 

thereto the following subsections: 

“(8) There may be deducted from a taxpayer’s income as herein- 
before defined, the aggregate of the payments made by him 

(a) within the taxation year or within twelve months thereafter 
to his customers of the taxation year, and 

(bv) within the taxation year or within twelve months thereafter 
to his customers of a previous taxation year, the deduction of 
which from income of a previous taxation year was not per- 
mitted under paragraph (a) of this subsection 

pursuant to allocations in proportion to patronage for the said years; 
provided that, if the taxpayer has not made allocations in proportion 
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to patronage in respect of all his customers of the taxation year at 
the same rate, with appropriate differences for different types or 
classes of goods, products or services, or classes, grades or qualities 
thereof, the amount that may be deducted from his income under this 
subsection shall be 

(c) the aggregate of the payments previously mentioned in this 

subsection, or 

(d) an amount equal to the aggregate of 

(i) the amount of the income of the taxpayer of the taxation 
year attributable to business done with members of the tax- 
payer, and 

(ii) the amount of allocations in proportion to patronage made 
to customers of the taxpayer of the taxation year other than 
members of the taxpayer 

whichever is less. 
“(9) Notwithstanding anything contained in subsection eight of 
this section, if the amount that may be deducted thereunder would 
leave the taxpayer with an income subject to tax under this Act less 
than an amount determined by deducting from three per centum of 
the capital employed in the business at the commencement of the tax- 
ation year, the interest, if any, paid during the taxation year by the 
taxpayer on borrowed moneys (other than moneys borrowed from a 
bank incorporated under the Bank Act or from a corporation or as- 
sociation incorporated or organized as a credit union as described in 
paragraph (q) of section four of this Act) and deductible as an ex- 
pense in computing his income, only such proportion of the amount 
that would be so deductible may be deducted as will leave the taxpayer 
with an income subject to tax under this Act equal to the amount so 
determined. 
“(10) For the purposes of this subsection and subsection eight 
and nine of this section, unless the context otherwise requires 
(a) ‘allocation in proportion to patronage’ for a taxation year 
means an amount credited by a taxpayer to a customer of the 
taxpayer of the said taxation year, on terms that the customer 
is entitled to or will receive payment pursuant thereto, com- 
puted at a rate in relation to the quantity, quality or value of 
the goods or products acquired, marketed, handled, dealt in or 
sold, or services rendered by, the taxpayer from or on behalf of 
or to the customer, whether as principal or as agent of the cus- 
tomer or otherwise, with appropriate differences in the rate for 
different classes, grades or qualities thereof, if 
(i) in respect of an amount so credited to a customer of a tax- 
ation year before the nineteen hundred and forty-six taxation 
year, the amount was credited before the twenty-eighth day of 
June, nineteen hundred and forty-six; and if 
(ii) in respect of an amount so credited to a customer of the 
nineteen hundred and forty-six or any subsequent taxation 
year, the amount is credited 
(A) within the taxation year or within twelve months there- 
after, and 

(B) where the customer was a member of the taxpayer during 
the taxation year, at the same rate in relation to quantity, 
quality or value aforesaid as the rate at which amounts are 
similarly credited to all other customers of the taxpayer 
of the taxation year who were such members, with appro- 
priate differences aforesaid; or 

(C) where the customer was not a member of the taxpayer 
during the taxation year, at the same rate in relation to 
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quantity, quality or value aforesaid as the rate at which 
amounts are similarly credited to all other customers of the 
taxpayer of the taxation year who were not such members, 
with appropriate differences aforesaid; and if 
(iii) in respect of an amount so credited to a customer of the 

nineteen hundred and forty-seven or of any subsequent taxa- 

tion year, the prospect that amounts would be so credited was 

(A) where the customer was a member of the taxpayer during 
the taxation year, held forth by the taxpayer to his custom- 
ers of the said year who were members of the taxpayer dur- 
ing the taxation year; or 

(B) where the customer was not a member of the taxpayer 
during the taxation year, held forth by the taxpayer to his 
customers of the said year who were not members of the 
taxpayer during the taxation year. 


ee " (b) ‘capital employed in the business’ shall be computed in ac- 
the business.” cordance with the First Schedule to The Excess Profits Tax Act, 
1940, c. 32. 1940, except that no deduction shall be made from capital in 


respect of borrowed moneys (other than moneys borrowed from 
a bank incorporated under the Bank Act or from a corporation 


1944-45, c. 30. 
or association incorporated or organized as a credit union -as 
described in paragraph (q) of section four of this Act); 

“customer.” (c) ‘customer’ includes a person who sells or delivers goods or 
products to a taxpayer, or tor whom the taxpayer renders ser- 
vices; 

“income of (ad) ‘income of the taxpayer attributable to business done with 

pa card members of the taxpayer’ of any taxation year means that pro- 

to business portion of the income of the taxpayer of the taxation year that 
done with the value of the goods or products acquired, marketed, handled, 
foo, of dealt in or sold or services rendered by the taxpayer from, or 
“ on behalf of, or for customers of the taxpayer of the taxation 
year who were members of the taxpayer, during the taxation 
year, is of the total value of goods or products acquired, mar- 
keted, handled, dealt in or sold or services rendered by the 
taxpayer from, or on behalf of, or for all customers of the tax- 

payer of the taxation year; 

“payment.” (e) ‘payment’ includes the issue of certificates evidencing indebt- 


edness or stock or shares of the taxpayer if the taxpayer has 

in the taxation year or within twelve months thereafter dis- 

bursed an amount of money equal to the face value of the said 

certificates, stock or shares in redeeming or purchasing certifi- 

cates evidencing indebtedness or stock or shares of the taxpayer, 

respectively, previously issued by the taxpayer; and 

“member.” (f) ‘member’ of a taxpayer means a person who is entitled as a 
member or shareholder of a corporation to full voting rights in 
the conduct of the affairs of the corporation. 

“(11) For the purpose of subsection ten of this section a tax- 


When tax- 

payer payer shall be deemed to have held forth the prospect that amounts 
oe ee would be credited to his customers of the taxation year who were mem- 
forth bers of the taxpayer during the taxation year or to customers of the tax- 
prospect of ation year other than such members of the taxpayer, or to both, by 
Stee way of allocations in proportion to patronage if 

to patronage. (a) throughout the taxation year the statute or statutes under 


which the taxpayer is incorporated or registered or the charter, 
articles of association or by-laws of the taxpayer or his con- 
tracts with such customers, respectively, held forth the prospect 
that amounts would be so credited to such customers, respec- 


tively; or 
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(b) prior to the commencement of the said taxation year or prior 
to such other date as may be prescribed by regulation under this 
Act for the class of business in which the taxpayer is engaged, 
the taxpayer publishes an advertisement in a form prescribed 
by regulation under this Act, in a newspaper or newspapers of 
general circulation throughout the greater part of the area in 
which the taxpayer carries on business holding forth the said 
prospect to such customers, respectively, and files a copy or 
copies of the said newspaper or newspapers with the Minister 
within one month after the commencement of the taxation year 
or the said date, as the case may be.” 

(14) A taxpayer who, prior to the first day of October, nineteen 
hundred and forty-six, publishes an advertisement in a newspaper or 
newspapers of general circulation throughout the greater part of the 
area in which he carries on business holding forth the prospect of al- 
locations in proportion to patronage to his customers of the nineteen 
hundred and forty-seven taxation year and who files a copy of the said 
newspaper with the Minister within one month after the said pub- 
lication, shall be deemed to have held forth the said prospect to his 
customers of the nineteen hundred and forty-seven taxation year. 

5. (1) Subparagraph (ii) of paragraph (”) of subsection one of 
section six of the said Act is repealed and the following substituted 
therefor: 

“(ii) depreciation at not more than double the rates normally 
allowed in respect of plant or equipment of such class or 
classes as may be determined by the Governor in Council built 
or acquired in a period to be fixed by the Governor in Council 
for the purposes of this paragraph, if the taxpayer is, in the 
opinion of the Minister, making a new investment by building 
or acquiring the plant or equipment.” 

(2) Paragraph (0) of subsection one of the said section six is re- 
pealed and the following substituted therefor: 

“(o) Any corporation tax paid to the government of a province 
except any such tax the deduction of which may be allowed by 
the Minister as a royalty or rental on natural resources in the 
province.” 

(3) The said section six is further amended by adding the follow- 

ing subsection thereto: 

“(6) For the purpose of paragraph (0) of subsection one of this 
section ‘corporation tax’ means any tax or fee other than a tax on net 
income, the imposing of which in the opinion of the Minister singles 
out for taxation or for discriminatory rates or burdens of taxation, 
either formally or in effect, corporations or any class or classes thereof 
or any individual corporation, but does not include 

(a) a licence or other fee or tax for specific rights, benefits or 
franchises granted by a municipality or where they are to be 
exercised or enjoyed only in territory not included in any muni- 
cipality by any authority, including the government of the prov- 
ince, having jurisdiction in such territory; 

(b) an assessment under the Workmen’s Compensation Act; 

(c) a business or occupancy tax based on floor space or on the 
rental or assessed value of property or on gross receipts from 
all or part of the business or on any other similar basis, im- 
posed by a municipality or, in territory not included in any muni- 
cipality, by any authority, including the government of a prov- 
ince, having jurisdiction in such territory; and 

(ad) a provincial licence, registration, filing or other fee not in 
excess of two hundred and fifty dollars for a corporation in any 
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year, and any such fee that is in excess of two hundred and 
fifty dollars for a corporation in any year, designated by the 
Minister as not being a corporation tax.” 

(4) Subsections two and three of this section shall come into force 
on the first day of January, nineteen hundred and forty-seven; pro- 
vided that in the case of a taxation year ending in the year nineteen 
forty-seven on or after the said day, there may be deducted from in- 
come of the said taxation year 

(a) that proportion of the amount that would have been deduct- 

ible in respect of the whole of the said taxation year but for 
the coming into force of subsection two of this section that the 
number of days before the said day in the said taxation year 
is of the number of days in the whole of the said taxation year; 

(b) that proportion of the amount that would have been deductible 

from the income of the said taxation year that would have been 
deductible if the said subsection two had been in force through- 
out the whole of the said taxation year that the number of days 
after the said day in the said taxation year is of the number of 
days in the whole of the said taxation year. 

6. (1) The said Act is further amended by adding thereto the 
following section: 

“7, Where a taxpayer other than a corporation or joint stock 
company pays tax on income to the government of a province, he 
may deduct from the tax otherwise payable by him under subsection 
one of section nine of this Act 

(a) the amount of tax on income paid by him to the government 

of any province in which he resides or is employed, or 

(b) five per centum of the tax otherwise payable by him under 

subsection one of section nine of this Act, 
whichever is less.” 

(2) Section seven A of the said Act is repealed and the following 
is inserted in the place thereof: 

“7A. (1) A taxpayer who 

(a) not being previously resident or ordinarily resident in Can- 

ada during a taxation year becomes resident or ordinarily resi- 
dent in Canada during the said taxation year, or 

(bo) being a resident or ordinarily resident in Canada during a 

taxation year, ceases to be resident or ordinarily resident in 

Canada during the said taxation year 
so that he neither resided nor was ordinarily resident in Canada dur- 
ing the whole of the taxation year, may deduct from the tax otherwise 
payable by him under subsection one of section nine of this Act, a por- 
tion of the said tax that bears the same relation to the whole tax as 
the period in the taxation year during which he neither resided nor 
was ordinarily resident in Canada bears to the whole taxation year. 

(2) No deduction may be made under subsection one of section 
eight of this Act by a taxpayer entitled to a deduction under this 
section except tax on income derived by him from sources outside 
of Canada after he becomes resident or ordinarily resident in Canada.” 

7. (1) Subsection five of section eight of the said Act is re- 
pealed. 

(2) The said section eight is further amended by adding thereto 
immediately after subsection six thereof the following: 

“(6A) A corporation whose principal business is the production, 
refining or marketing of petroleum or petroleum products is entitled 


to deduct from 
(a) the aggregate of the taxes under this Act and The Excess 
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Profits Tax Act, 1940, payable by it in respect of the year of 
expenditure, and 

(b) if the deduction permitted under this subsection exceeds the 

taxes so payable in that year, from the taxes so payable in sub- 
sequent years, 
an amount equal to 

(c) twenty per centum in the case of a corporation substantially 

all of whose income is subject to depletion under this Act, or 

(ad) thirty per centum in the case of any other corporation, of the 

aggregate of drilling and exploration costs, including all gen- 
eral geological and geophysical expenses incurred by it directly 
or indirectly on oil wells, 

(e) spudded in during the year nineteen hundred and forty-seven, 

or 

(f) the deepening of which commences in nineteen hundred and 

forty-seven, 
and abandoned within six months after the completion of drilling.” 

(3) The said section eight is further amended by adding thereto 
immediately after subsection seven thereof the following: 

“(7A) A corporation, association, syndicate or exploration part- 
nership formed for the purposes of exploring and drilling for oil is 
entitled to deduct from the aggregate of the taxes under this Act and 
The Excess Profits Tax Act, 1940, payable by it in respect of the year 
of expenditure twenty per centum of the exploration and drilling ex- 
penses incurred during the year nineteen hundred and forty-seven: 
Provided, however, that where the tax in respect of the year of ex- 
penditure is not sufficient to permit the full amount of the deduction, 
the balance may be deducted in subsequent years whether the income 
taxable in the subsequent year from which the balance or part thereof 
is being deducted arose from the well in respect of which the ex- 
penses were incurred or from a well subsequently found by such cor- 
poration, association, syndicate or exploration partnership.” 

(4) Subsections eight to ten inclusive of the said section eight 
are repealed as of the first day of January, nineteen hundred and 
forty-seven and the following substituted therefor: 

“(8) A corporation, association, syndicate or exploration part- 
nership formed for the purpose of exploring and drilling for natural 
gas is entitled to deduct from the aggregate of the taxes under this 
Act and The Excess Profits Tax Act, 1940, payable by it in respect of 
the year of expenditure twenty-two and one-half per centum of ex- 
ploration and drilling expenses incurred by it during the year nineteen 
hundred and forty-seven. 

“(9) A corporation whose chief business is that of mining or ex- 
ploring for minerals is entitled to deduct from the aggregate of the 
taxes under this Act and The Excess Profits Tax Act, 1940, payable by 
it in respect of the year of expenditure, twenty per centum of all pros- 
pecting, exploration and development expenses incurred by it in search- 
ing for minerals during the year nineteen hundred and forty-seven: 
Provided that no such deduction shall be allowed unless the corpora- 
tion files certified statements of expenditures and satisfies the Minister 
that it has been actively engaged in prospecting and exploring in 
Canada for minerals by means of qualified persons and has incurred 
the said expenditures for such purposes. 

(10) A corporation, association, syndicate or exploration part- 
nership whose principal business is production, refining or market- 
ing of petroleum or exploration or drilling for petroleum may, with 
the consent of the Governor in Council upon the recommendation of 
the Minister of Mines and Resources, deduct from the aggregate of 
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the taxes under this Act and The Excess Profits Tax Act, 1940, pay- 
able by it in respect of the year of expenditure, fifty per centum of 
expenditures not including geological or geophysical expenditures, 
made in connection with a deep test oil well that was spudded in 
between the twenty-sixth day of June, nineteen hundred and forty-four 
and the thirty-first day of December, nineteen hundred and forty-seven 
and that proved to be unproductive if, in the opinion of the Governor 
in Council, 

(a) drilling the oil well is desirable in order to extend the petro- 

leum resources of Canada, and 

(b) the taxpayer could not be reasonably expected to drill the oil 

well unless permitted to deduct at least fifty per centum of the 
expenditures in connection therewith from tax.” 

8. (1) That portion of subsection one of section nine after para- 
graph (h) thereof is repealed and the following substituted therefor: 

“a tax computed at the rates set forth in paragraph A and para- 

graph AA of the First Schedule to this Act.” 
(2) Section nine of the said Act is further amended by adding the 
following subsections thereto: 
“(5) Where a taxpayer’s chief business, occupation, trade or call- 
ing has been farming or fishing during the taxation year and the 
two years immediately preceding the taxation year and the taxpayer 
has filed, under section thirty-three of this Act, returns of income 
during the said two preceding years within the time limited therefor, 
if the taxpayer within four months after the end of a taxation year 
files with the Minister an election in form prescribed by the Minister, 
the tax payable by the taxpayer under subsection one of this section 
upon income for the nineteen hundred and forty-eight or a subsequent 
taxation year shall be deemed to be the amount by which 
(a) the aggregate of the taxes that would have been payable by 
the taxpayer under this section for the taxation year and the 
two immediately preceding years if the income during each of 
the said years had been the average of the taxpayer’s income 
for the said years, 
exceeds 

(b) the aggregate of the tax actually paid by the taxpayer under 
this section during the two immediately preceding taxation 
years. 

“(6) For the purposes of subsection five of this section 

(a) ‘farming’ includes all tillage of the soil, livestock raising, 

raising of poultry, fur farming, dairying, fruit growing and the 
keeping of bees; and 

(0) ‘fishing’ includes fishing for or catching shell fish, crustaceans 

and marine animals.” 

“(7) In the case of 

(a) a single payment made after the twenty-seventh day of June, 

nineteen hundred and forty-six 

(i) out of or pursuant to a superannuation or pension fund 
or plan upon the death, withdrawal or retirement from em- 
ployment of any employee or former employee in full satis- 
faction of all his rights in the fund or plan; or 

(ii) upon retirement, other than out of or pursuant to a super- 
annuation or pension fund or plan approved by the Minister, 
that the Minister is satisfied is made in recognition of long 
service, or 

(0) a payment or payments made after the twenty-seventh day of 

June, nineteen hundred and forty-six that the Minister is satis- 
fied was or were made by an employer to an employee or former 
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employee upon or after retirement in respect of loss of office 

or employment, 
the said single payment or the aggregate of the said payments made 
in any year, may, at the option of the taxpayer by whom it is or 
they are received, be deemed not to be income of the taxpayer for 
the purposes of subsection one of this section, in which case the tax- 
payer shall be liable to pay an additional tax equal to the amount 
which bears the same relation to the single payment or the aggregate 
of the said payments as the tax payable by the taxpayer or, in the 
case of any such payment on death, by the deceased, under this sec- 
tion upon his income for the last complete taxation year in the em- 
ployment bears to his income during that year.” 

(3) Section nine of the said Act is further amended by adding 
the following subsection thereto: 

“(8) A corporation or joint stock company 

(@) whose capital throughout the taxation year is, to the extent 
of eighty per centum or more, invested in stocks, bonds or 
securities or held in cash, 

(0) whose gross income during the taxation year is, to the ex- 
tent of not less than ninety-five per centum, derived from in- 
vestments mentioned in paragraph (a) of this subsection, 

(c) whose capital is throughout the taxation year, to the extent 
of not more than ten per centum thereof, invested in the stocks, 
bonds or securities of any one corporation or debtor other than 
His Majesty in right of Canada or of any province or of a Cana- 
dian municipality, 

(d@) whose shares are, throughout the taxation year, held by per- 
sons numbering fifty or more of whom none holds more than 
twenty-five per centum of the whole capital stock of the corpora- 
tion, 

(e) whose net income during each taxation year (other than un- 
sold dividends or interest received otherwise than in cash) has 
been distributed to the shareholder within one hundred and 
twenty days after the close of the taxation year to the extent of 
eighty-five per centum or more, and 

(f) which has, during the taxation year, outstanding bonds, de- 
bentures or other securities evidencing funded indebtedness shall 
pay a tax upon income in lieu of the tax imposed by subsection 
two of this section at one-half the rate set forth in paragraph C 
of the First Schedule to this Act.” 

9. (1) The first proviso to subsection two of section eleven of the 

said Act is repealed and. the following substituted therefor: 

“Provided that he shall not be entitled to a deduction under 
paragraph (c), (ad) or (e) of subsection one of section five of this 
Act” ‘ 

(2) Paragraph (c) of subsection four of the said section eleven 
is repealed and the following substituted therefor: 

“(c) Income taxable under the provisions of this subsection shall 
be taxed as if such income were the income of a person other 
than a corporation, but no deduction may be made therefrom 
under paragraph (c), (d@) or (€) of subsection one of section 
five of this Act.” 

10. (1) Paragraphs (a) and (b) of subsection one of section 
twenty-two A of the said Act are repealed and the following substituted 
therefor: 

“(a@) deductions shall not be allowed in respect of interest payable 

on its bonds, debentures or other securities or evidences of 
funded indebtedness; and 


329 


Investment 
corporation 

or joint stock 
company. 


Proviso. 


Income 
capitalized. 


How taxed 


Deductions 
not allowed. 





i. 
a 
i 
iM 


Deductions 
allowed. 


Proportion 
of taxes paid 
abroad not 
allowable as 
deduction 
from tax. 


Allowable 
deduction 
from tax. 


Proviso 
repealed. 


Returns of 
persons and 
of payments 
made. 


Payment of 
balance of 
tax with 
return. 


Proviso 
repealed 


Provisos 
repealed. 


Monthly 
instalment 
payments by 
corporation. 


THE CANADIAN CHARTERED ACCOUNTANT 





(b) the following deductions shall be allowed: 

(i) dividends and interest received from another such Non- 
Resident-Owned Investment Corporation so long as such 
other company is subject to tax at the rate set forth in 
paragraph E of the First Schedule hereof; 

(ii) taxes paid to the United Kingdom of Great Britain and 
Northern Ireland or any of His Majesty’s self-governing 
dominions or dependencies or to a foreign country in respect 
of income of the company derived from sources therein.” 

(2) Subsection two of the said section twenty-two A is repealed 
and the following substituted therefor: 

“(2) The provisions of section eight of this Act are not applicable 
to a Non-Resident-Owned Investment Corporation after it has elected 
under subsection four of section nine of this Act and so long as it is 
subject to tax at the rate set forth in paragraph E of the first Schedule 
hereof.” 

(3) Subsection three of the said section twenty-tivo A is repealed. 

11. The proviso to subsection one of section thirty-three of the 
said Act is repealed. 

12. (1) The proviso to subsection one of section thirty-nine of 
the said Act is repealed. 

(2) The said section thirty-nine is further amended by adding 
the following subsection thereto: 

“(7) Every person who makes payments described in subsection 
eight of section five of this Act shall make such returns of the pay- 
ments and of the persons to whom they are made in such form and 
at such times as the Governor in Council may by regulation pres- 
cribe.” 

13. (1) Subsection two of section forty-eight of the said Act is 
amended by adding the word “and” at the end of paragraph (i) thereof, 
striking out the word “and” at the end of paragraph (ii) thereof, and 
paragraph (iii) thereof is repealed. 

(2) The proviso to subsection two of the said section forty-eight 
of the said Act is repealed. 

(3) The provisos to subsection three of the said section forty-eight 
are repealed. 

(4) Subsection four of the said section forty-eight is repealed and 
the following substituted therefor: 

“(4) Every corporation shall pay all taxes which it is liable to 
pay upon its income during the taxation year under any provisions 
of this Act, except sections nine B, twenty-seven and eight-eight thereof, 
by instalments payable on or before the last day of each month of the 
twelve month period ending six months after the close of the taxation 
year as follows: 

(a) during each of the first six months in the said period, an 
amount equal to one-twelfth of the tax, as estimated by it on 
its income for the year last preceding the taxation year or on 
its estimated income for the taxation year, at the rate for the 
taxation year; and 

(b) during each of the last six months in the said period, an 
amount equal to one-sixth of the remainder of the tax payable as 
calculated by it on its income for the taxation year at the rate 
for the taxation year; 

and if a corporation pays less than the amount of an instalment re- 
quired to be paid under this section it shall pay interest at the rate 
of four per centum per annum upon the amount of the deficiency from 
the date upon which the said instalment was payable until the date of 
payment of the amount of fhe deficiency or until the date six months 
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after the end of the fiscal period whichever is earlier, and if, after 
examination of any corporation’s return under section fifty-three of 
this Act, it is established that the instalments paid by the corporation 
under this section in any year amount, in the aggregate, to less than 
the tax payable by the corporation it shall forthwith after notice of 
assessment is sent to it under section fifty-four of this Act, pay the 
unpaid amount thereof together with interest thereon at four per 
centum per annum from the day six months after the end of the 
taxation year until one month from the date of mailing of the said 
notice of assessment and thereafter at seven per centum until the date 
of payment.” 

(5) Subsections seven and eight of the said section -forty-eight 
are repealed. 

(6) The said section forty-eight is further amended by adding 
thereto the following subsection: 

“(9) Notwithstanding any of the provisions of this section, in- 
terest shall not be charged in respect of the amount of tax payable 
by any person on income arising from any payment made by the 
Canadian Wheat Board on a participation certificate previously issued 
to such person until thirty days after such payment is made.” 

14. (1) Section fifty-four of the said Act is amended by adding 
the following subsection thereto: 

“(5) Notwithstanding any other provision in this Act no interest 
is payable under this Act upon unpaid taxes in respect of the period 
beginning twenty months after the day fixed by this Act for filing the 
return of the taxpayer’s income upon which the taxes are payable 
and ending one month from the day of the mailing of the notice of 
assessment.” 

(2) Subsection five of section fifty-four of the said Act as enacted 
by subsection one of this section shall apply in respect of unpaid taxes 
of the taxation year nineteen hundred and forty-five and subsequent 
taxation years. 

15. The said Act is further amended by adding thereto immed- 
iately after Part VIII, the following Part: 


PART VIIIA 
OBJECTIONS TO ASSESSMENT 


69a. (1) A taxpayer who objects to an assessment under this 
Act may, within two months after the date of mailing of the notice of 
assessment, serve on the Minister a notice of objection, in duplicate, 
in a form prescribed by the Minister setting out the reasons for the 
objection and all relevant facts. 

(2) A notice of objection under this section may be addressed to 
the Minister of National Revenue and may be served by mailing the 
notice by registered post to the appropriate Inspector of Income Tax 
or to the Minister. 

(3) Upon receipt of the notice of objection, the Minister shall 
reconsider the assessment and shall as soon as possible vacate or con- 
firm the assessment or reassess and shall notify the taxpayer accord- 
ingly by registered post. 

(4) If a notice of objection under this section is not served within 
the time limited therefor, the assessment shall be deemed to be valid 
notwithstanding any error, defect or omission therein or in any pro- 
ceedings under this Act relating thereto. 

APPEALS TO INCOME TAX APPEAL BOARD 
69p. (1) Where a taxpayer has served a notice of objection to an 
assessment under section sixty-nine A of this Act, he may appeal to 
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the Income Tax Appeal Board constituted by the Third Schedule to 
this Act to have the assessment vacated or varied after either 
(a) the Minister has confirmed the assessment or reassessed; or 
(b) six months have elapsed after service of the notice of objec- 
tion and the Minister has not notified the taxpayer that he has 
vacated or confirmed the assessment or re-assessed; 
but no appeal under this section may be instituted after the expiration 
of three months from the day notice has been mailed to the taxpayer 
under section sixty-nine A that the Minister has vacated or confirmed 
the assessment or re-assessed. 
(2) Notice of appeal under this section shall be served and all 
other matters in connection with an appeal under this section shall 
be regulated by the Third Schedule to this Act. 


APPEALS TO THE EXCHEQUER COURT 
69c. (1) The Minister or the taxpayer may, within four months 
of the day on which the Registrar of the Income Tax Appeal Board 
mails the decision on an appeal under section sixty-nine B to the 
Minister and the taxpayer, appeal to the Exchequer Court of Canada 
by serving a notice of appeal on the taxpayer or the Minister, as the 
case may be. . 
(2) All matters in connection with an appeal under this section 
shall be regulated by the Fourth Schedule to this Act. 
General 
69p. An assessment shall not be vacated or varied under this 
Part by reason of any irregularity, informality, omission or error on 
the part of any person in the observation of any directory provision of 
this Act. 
Review of Discretion 
69r. (1) A taxpayer who objects to a decision of the Minister 
made in the exercise of a power conferred by one of the following 
provisions of this Act, viz.: 
(@) paragraph (i) or sub-paragraph (ii) of paragraph (s) of sub- 
section one of section two; 
(b) subsection two, four, six or eight of section three; 
(c) paragraph (i) (m) (0) (p) or (7) of subsection one of section 
four; 
(d) paragraph (0) or (p) of subsection one of section five; 
(€) subsection four of section five; 
(f) paragraph (d) (7) (k) or () of subsection one of section six 
(g) subsection two, three, four, five or six of section six; 
(h) subsection two B of section eight; 
(i) subsection seven of section nine; 
(j) subsection seven or eleven of section nine B; 
(k) subsection two or three of section ten; 
(1) subsection two or five of section eleven; 
(m) subsection one or two of section thirteen; 
(n) subsection three of section twenty-one; 
(0) section twenty-three; 
(p) section twenty-three A; 
(q) section twenty-three B; 
(r) section twenty-six; 
(s) section twenty-seven A; 
(t) subsection one of section thirty-one; 
(uw) subsection one of section thirty-two; 
(v) section thirty-two B; 
(w) section forty-seven; or 
(x2) subsection seven of section eighty-eight; 
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may within two months after the day on which notification of the 
decision is sent to the taxpayer, object to the decision by filing a 
notice of objection in duplicate. 

(2) Upon receipt of the notice of objection, the Minister shall 
reconsider the decision and shall, as soon as possible, either 

(a) revise the decision as requested by the taxpayer and notify 

the taxpayer accordingly, or 

(b) if he intends to affirm the decision or to make some variation 

therein other than that requested by the taxpayer, notify the 
taxpayer accordingly by registered mail. 

(3) Where the Minister has informed the taxpayer under sub- 
section two of this section that he intends to affirm the decision or to 
make some variation therein other than that requested by the tax- 
payer, the taxpayer may, within two months after the day notification 
is sent to the taxpayer under that subsection, require the Minister to 
refer the objection to the Income Tax Advisory Board constituted by 
the Fifth Schedule to this Act for hearing, consideration and advice. 

(4) If no notice is served upon the Minister under subsection three 
of this section within the time limited therefor, the Minister’s de- 
cision shall be deemed to have been affirmed or varied in accordance 
with the notification sent to the taxpayer under subsection two of this 
section. 

(5) Where an objection has been referred to the Board, the Min- 
ister shall again reconsider his decision after receiving the report and 
advice of the Income Tax Advisory Board with reference to the ob- 
jection. 

(6) Proceedings under this section shall be regulated by the Fifth 
Schedule to this Act. 

(7) Proceedings under this section shall be without prejudice to 
any right of appeal under any other provision of this Act. 

69r. This Part and the Schedules referred to in this Part are 
applicable only in respect of assessments of income of the nineteen 
hundred and forty-six and subsqeuent taxation years and Part VIII 
of this Act is not applicable in respect of the said assessments.” 

16. Parts XIII, XIV and XV of the said Act are repealed. 

17. (1) Subsection eleven of section ninety-two of the said Act 
is repealed and the following substituted therefor: 

“(11) In this section, unless the context otherwise requires 

(a) ‘salary or wages’ includes any remuneration, compensation, 

hire, emolument, stipend, perquisite, payment on death, with- 
drawal or retirement from employment or any similar payment 
or any indemnity, pension or director’s fee, howsoever paid for 
any services, functions or duties rendered or performed in Can- 
ada; and any such payments made outside of Canada to any 
employee whose services were engaged in Canada and who has 
been sent outside of Canada temporarily to perform services on 
behalf of his employer; and 

(b) ‘employer’ means any person liable to pay any salary or 

wages and includes His Majesty in right of Canada and any 
province of Canada.” 

(2) Subsections twelve and thirteen of the said section ninety-two 
are repealed. 

18. Section ninety-three of the said Act is repealed but this repeal 
does not affect the rights of taxpayers in respect of refunds under 
the said section in respect of taxes for the nineteen hundred and 
forty-two, nineteen hundred and forty-three and nineteen hundred and 
forty-four taxation years or the authority of the Governor in Council 
under the said section to make regulations with respect thereto. 
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19. Subsection two of section ninety-six of the said Act is amended 
by adding at the end thereof the following proviso: 

“Provided, however, that the private company shall pay the tax 
calculated hereunder on the portion of its said undistributed income 
to which any personal corporation or any estate or trust would have 
been entitled, notwithstanding that such personal corporation or estate 
or trust may not be taxable under this Act.” 

20. (1) Rule two of section three of Paragraph A of the First 
Schedule to this Act is amended by adding thereto the following 
proviso: 

“Provided further that where a member of the forces to whom this 
rule applies commences to receive during the taxation year pay and 
allowances at rates designated by the Minister as new permanent force 
rates of pay and allowances he shall, for the purpose of this rule be 
deemed to be no longer in the Canadian Active Service Force in 
Canada.” 

(2) Rule three of section three of Paragraph A of the First 
Schedule to the said Act is repealed and the following substituted 
therefor: 

“Rule 3.—Notwithstanding any other provision in this Act, a 
member of the Canadian Naval, Military and Air Forces outside 
Canada in the Western Hemisphere shall, if he is certified by an 
authorized officer of the force to which he belongs to have been on 
duty for more than thirty days in the year outside Canada in the 
Western Hemisphere be dealt with in the same manner as the persons 
referred to in Rule 2 of this section except that in lieu of paying the 
tax otherwise payable in respect of his total income, he is in respect 
of his service pay and allowances, other than service pay and allow- 
ances received by him at rates designated by the Minister as new 
permanent force rates of pay, subject to tax at one half of the effective 
rate of tax applicable to his total income.” 

21. (1) The First Schedule to the said Act, as amended by this 
Act, is repealed and the following substituted therefor: 


FIRST SCHEDULE 


A. RATES OF TAX APPLICABLE TO INCOME OF PERSONS, 
OTHER THAN CORPORATIONS OR JOINT STOCK COMPANIES, 
UNDER SUBSECTION ONE OF SECTION NINE. 

On the first $250 of the income or any portion thereof, 22 per centum 
per annum; or 

$55 upon the income of $250; and 25 per centum upon the amount by 
which the income exceeds $250 and does not exceed $1,000; or 

$242.50 upon income of $1,000; and 28 per centum upon the amount 
by which the income exceeds $1,000 and does not exceed $2,500; or 

$662.50 upon the income of $2,500; and 31 per centum upon the amount 
by which the income exceeds $2,500 and does not exceed $4,500; or 

$1,282.50 upon the income of $4,500; and 34 per centum upon the 
amount by which the income exceeds $4,500 and does not exceed 
$6,500; or 

$1,962.50 upon the income of $6,500; and 38 per centum upon the 
amount by which the income exceeds $6,500 and does not exceed 
$8,500; or 

$2,722.50 upon the income of $8,500; and 42 per centum upon the amount 
by which the income exceeds $8,500 and does not exceed $10,500; or 

$3,562.50 upon the income of $10,500; and 46 per centum upon the 
amount by which the income exceeds $10,500 and does not exceed 
$13,000; or 
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$4,712.50 upon the income of $13,000; and 50 per centum upon the 
amount by which the income exceeds $13,000 and does not exceed 
$18,000; or 

$7,212.50 upon the income of $18,000 and 55 per centum upon the 
amount by which the income exceeds $18,000 and does not exceed 
$30,000; or 

$13,812.50 upon the income of $30,000 and 60 per centum upon 
the amount by which the income exceeds $30,000 and does not 
exceed $50,000; or 

$25,812.50 upon the income of $50,000 and 65 per centum upon the 
amount by which the income exceeds $50,000 and does not exceed 
$70,000; or 

$38,812.50 upon the income of $70,000 and 70 per centum upon the 
amount by which the income exceeds $70,000 and does not exceed 
$100,000; or 

$59,812.50 upon the income of $100,000 and 75 per centum upon the 
amount by which the income exceeds $100,000 and does not exceed 
$150,000; or 

$97,312.50 upon the income of $150,000 and 80 per centum upon the 
amount by which the income exceeds $150,000 and does not exceed 
$250,000; or 

$177,312.50 upon the income of $250,000 and 85 per centum upon the 
amount by which the income exceeds $250,000. 

AA. RATE OF TAX APPLICABLE TO INVESTMENT INCOME 
OF PERSONS OTHER THAN CORPORATIONS AND JOINT STOCK 
COMPANIES, UNDER SUBSECTION ONE OF SECTION NINE OF 
THIS ACT. 

On investment income in excess of $1,800—four per centum. 

C. RATE OF TAX APPLICABLE TO CORPORATIONS AND 
JOINT STOCK COMPANIES, EXCEPT AS HEREINAFTER PRO- 
VIDED: 

On the income of the corporation or company—thirty per centum. 

D. RATE OF TAX APPLICABLE TO CORPORATIONS AND 
JOINT STOCK COMPANIES WHICH FILE A RETURN CONSOLID- 
ATING THEIR PROFIT OR LOSS WITH THAT OF THEIR SUB- 
SIDIARIES AS PROVIDED FOR BY SUBSECTION THREE OF 
SECTION THIRTY-FIVE OF THIS ACT: 

On the consolidated income of such corporation or company and 
its subsidiaries—thirty-two per centum. 

E. RATE OF TAX APPLICABLE TO NON-RESIDENT-OWNED 
INVESTMENT CORPORATIONS WHICH HAVE MADE ELECTIONS 
UNDER SUBSECTION FOUR OF SECTION NINE OF THIS ACT— 

fifteen per centum.” 

(2) Subsection one of this section shall come into force on the 
first day of January, nineteen hundred and forty-seven and the rates 
of tax therein established shall be applicable in respect of income of 
the said taxation year and subsequent years: Provided that in the 
case of corporations and joint stock companies, the rates of tax pro- 
vided for by paragraphs (C) and (D) of the First Schedule to the 
said Act as enacted by subsection one of this section shall apply to 
that proportion of the income of the nineteen hundred and forty-seven 
taxation year which the number of days of the said taxation year in 
the year nineteen hundred and forty-seven is of the total number of 
days of the said taxation year and the rates of tax previously ap- 
plicable shall apply in respect of the remaining portion of the said 
income. 

22. The following Schedules are added to the said Act: 
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THIRD SCHEDULE. 
INCOME TAX APPEAL BOARD 


“1. There is hereby constituted an Income Tax Appeal Board to 
be appointed by the Governor in Council, consisting of the following 
members, namely, a Chairman, two assistant chairmen and not less 
than three or more than nine other members. 

“2. (1) No person shall be appointed Chairman or an assistant 


chairman unless he is 
(a) a judge of a superior court of Canada or of a province of 


Canada, or 
(0) a barrister or advocate of at least ten years’ standing at the 

bar of a province of -Canada, 
but if a person who is a judge is appointed Chairman or assistant 
chairman he shall cease to hold office three months after his appoint- 
ment unless within that time he has resigned from his office as such 
judge. 
(2) No person who has attained the age of sixty-five years shall 
be appointed a member. 

(3) Every member holds office for a period of ten years from the 
day of his appointment but may be removed for cause at any time 
by the Governor in Council upon address of the Senate and House 
of Commons. 

(4) Upon the expiration of his term of office, a member may, if 
not disqualified by age, be reappointed. 

(5) Where the Chairman, an assistant chairman or any other 
member is ill or otherwise unable to act, or where his office is vacant, 
the Governor in Council may appoint some person qualified to hold 
the office to act in his stead during his illness or incapacity or until 
the office is filled as the case may be. 

(6) The Chairman shall be paid a salary of twelve thousand 
dollars a year, each assistant chairman shall be paid a salary of ten 
thousand dollars a year, and every other member shall be paid a salary 
of nine thousand dollars a year. 

(7) Every member shall be paid, for travelling, allowances cal- 
culated in the same way as the allowances paid to judges under the 
Judges Act. 

(8) The Chairman shall live in Ottawa or within five miles thereof 
and the other members shall live in such places as may be prescribed 
by the rules. 

(9) A person having the qualifications set out in subsection one 
of section two of this Schedule for the Chairman or an assistant 
chairman may be appointed a hearing officer for an appeal or group 
of appeals and paid, notwithstanding the Judges Act, such remunera- 
tion and expenses as may be determined by the Governor in Council. 

“3. (1) The Board may, subject to the approval of the Governor 
in Council, make rules not inconsistent with this Act governing the 
carrying on of the business of the Board and practice and procedure 


in connection with appeals. 
(2) No rule made under this section is effective until published 


in The Canada Gazette. 
“4. (1) The Chairman or an assistant chairman designated by 
him to act in his absence and not less than one-half the other members 


of the Board are a quorum. 
(2) The Chairman or the Board may direct that an appeal be 


heard and determined on behalf of the Board, by two or more members 
who shall have for the hearing and determination of the appeal all 


powers of the Board. 
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(3) The members nominated to hear and determine an appeal 
may at any stage refer the appeal to the Board and the Board shall 
then in its discretion hear and determine the appeal or determine the 
appeal on the report of the said members if the report was made after 
hearing the parties. 

(4) When an appeal is to be determined by the Board the Chair- 
man or the Board may direct that evidence relating to the appeal 
in whole or in part, be received by a hearing officer and the Board 
shall, after 

(a) receiving the hearing officer’s report; and 

(b) holding a rehearing in whole or in part if in its discretion 

it deems it advisable so to do 
determine the appeal. 

(5) A hearing officer has all the powers of the Board for the 
purpose of taking evidence pursuant to this section. 


APPEALS 


“5. (1) An appeal shall be instituted by serving a notice of appeal 
in triplicate in such form as may be determined by the rules upon 
the appropriate Inspector of Income Tax and he shall forthwith for- 
ward a copy of the notice to the Board. 

(2) The notice of appeal may be served by being left with a re- 
sponsible officer of the appropriate Income Tax Office personally and 
receiving a receipt therefor or it may be sent to the Inspector of 
Income Tax by registered mail. 

(3) Immediately after receiving the notice of appeal, the Inspec- 
tor of Income Tax shall forward to the Board copies of all documents 
relevant to the assessment. 

(4) Every officer or person employed in connection with the ad- 
ministration or enforcement of this Act shall supply the Board with 
such information and assistance in connection with any appeal as 
the Board may reasonably require. 

“6. (1) An appellant shall pay to the Inspector of Income Tax a 
fee not exceeding fifteen dollars upon the filing of the notice of appeal 
and if the appeal is allowed, in whole or in part, the fee shall be 
returned to the appellant forthwith after disposition of the appeal 
but not otherwise. 

(2) Subject to subsection one of this section, no costs may be 
awarded on the disposition of an appeal and no fees may be charged 
the appellant by the Board. 

(3) Subject to subsection one of this section, fees received under 
this section shall be paid into the Consolidated Revenue Fund. 

“7, (1) The Minister and the appellant may appear in person 
or may be represented at the hearing by counsel or an agent or, with 
the consent of the Minister and the appellant, the Board or the Chair- 
man may order that written submissions be filed in addition to or 
in the place of an oral hearing. 

(2) An appeal may, in the discretion of the Board as the case 
may be, be heard in camera or in public unless the appellant requests 
that it be heard in camera in which case it shall be so heard. 

(3) The Board is a court of record and may 

(a) summon before it any witness and require him to give evi- 

dence orally or in writing on oath, or, if he is a person entitled 
to affirm in civil matters, on solemn affirmation, and to produce 
such documents and things as it deems requisite to the full 
investigation of the facts in issue, and 

(bv) enforce the attendance of witnesses and compel them to give 

evidence. 
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(4) The Chairman of the Board may, subject to the rules and 
this schedule, determine the procedure to be followed on an appeal. 

“8. (1) The Board may dispose of an appeal by 

(a) dismissing it, 

(0) making the assessment that should have been made, or 

(c) vacating the assessment and referring it back to the Minister 

for reconsideration and reassessment. 

(2) The Registrar shall, upon the disposition of an appeal, for- 
ward, by registered mail, a copy of the decision and the reasons therefor 
to the Minister and the appellant. 

ADMINISTRATION 

“9. (1) The Governor in Council may appoint a Registrar and a 
Deputy Registrar and fix their salaries. 

(2) Such other officers, clerks and employees as may be required 
to carry on the business of the Board shall be appointed in the manner 
authorized by law. 

(3) The Registrar, or in his absence the Deputy Registrar, shall 
control and supervise the other persons employed under this section. 

“10. (1) The Registrar, with the approval of the Chairman, shall 
establish such office or offices as are required for the use of the mem- 
bers and staff of the Board and provide therefor the necessary ac- 
commodation, furnishings, stationery, equipment and telephones and 
shall arrange for the necessary accommodation for the hearing of 
appeals. 

(2) The Registrar shall, under the control and direction of the 
Chairman, make available for publication all decisions of the Board. 

“11. (1) The Registrar shall, with the approval of the Chairman, 
incur all expenses necessary for the carrymg on of the business of 
the Board and the hearing of appeals. 

(2) The salaries of members of the Board shall be paid out of 
unappropriated moneys in the Consolidated Revenue Fund. 

(3) All expenses and salaries, other than salaries of members of 
the Board incurred under this Schedule shall be paid out of moneys 
appropriated by Parliament for the purpose. 

“12 (1) Notwithstanding any other statute or law, where a person 
who is appointed a member of the Board was immediately prior to his 
appointment a contributor under the Civil Service Superannuation Act, 
he continues while he is a member of the Board to be a contributor 
under the said Superannuation Act. 

(2) For the purposes of the Civil Service Superannuation Act the 
service of a member of the Board to whom subsection one applies, as 
a member of the Board, shall be counted as service in the Civil Service 
and he, his widow, children or other dependents, if any, or his legal 
representatives may be granted the respective allowances or gratitudes 
provided by the said Superannuation Act. 

(3) The retirement of a member of the Board to whom subsection 
one of this section applies upon expiration of his term of office shall, 
for the purposes of the Civil Service Superannuation Act, be deemed 
to be retirement by reason of abolition of office. 

INTERPRETATION 


“13. In this schedule unless the context otherwise requires, 

(a) “assistant chairman” means an assistant chairman of the 
Board; 

(bo) “Board” means the Income Tax Appeal Board; 

(c) “Chairman” means the Chairman of the Board; 

(ad) “member” means a member of the Board; and 

(e) “rule” means a rule made under section three of this Sched- 
ule.” 
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FOURTH SCHEDULE. 
APPEALS TO THE EXCHEQUER COURT OF CANADA 


“1. (1) An appeal to the Exchequer Court shall be instituted by 
serving a notice of appeal in triplicate in such form as may be de- 
termined by the rules upon the taxpayer or the Minister of National 
Revenue as the case may be and filing a copy thereof with the Regis- 
trar of the Income Tax Appeal Board. 

(2) A notice of appeal shall be served upon the Minister by being 
left with a responsible officer of the appropriate Income Tax Office 
personally and receiving a receipt therefor or it may be sent to the 
Inspector of Income Tax by registered mail. 

(3) The appellant shall set out in the notice of appeal a state- 
ment of the allegations of fact, the statutory provisions and reasons 
which the appellant intends to submit in support of his appeal. 

(4) An appeal by a taxpayer and all proceedings thereunder, are, 
upon the expiration of one month from the day the appeal is insti- 
tuted, null and void unless security for the costs of the appeal has 
been, within the said period, given to the satisfaction of the Minister 
in a sum of not less than four hundred dollars. 


(5) When security has been given under subsection four of this 
section, notice thereof in such form as may be determined by the rules 
shall be filed with the Registrar of the Income Tax Appeal Boad. 

“2. The respondent may, within two months from the day the 
notice of appeal is received, serve on the appellant and file in the 
court a reply to the notice of appeal admitting or denying the facts 
alleged and containing a statement of such further allegations of fact 
and of such statutory provisions and reasons as the respondent in- 
tends to rely on. 

“3. (1) The Registrar of the Income Tax Appeal Board shall 

(a) in the case of an appeal by the Minister, upon receipt of the 

notice of appeal, and 

(b) in the case of an appeal by a taxpayer, upon receipt of the 

notice of appeal and of notice of the giving of security, cause to 
be transmitted to the Registrar of the Exchequer Court all papers 
filed with the Board on the appeal thereto together with a trans- 
script of the proceedings before the Board. 

(2) Upon the filing of the material referred to in subsection one 
of this section, the matter shall be deemed to be an action in the court, 
and unless the court orders the parties t@ file pleadings, ready for 
hearing. 

(3) Any fact or statutory provision not set out in the notice of 
appeal or reply may be pleaded or referred to in the manner and upon 
such terms as the court may direct. 

(4) The court may dispose of the appeal 

(a) by dismissing it; 

(b) by vacating the assessment; 

(c) by varying the assessment; or 

(d) by referring the assessment back to the Minister for further 

consideration and re-assessment. 

“4, The court may, in delivering judgment disposing of an appeal 
in its discretion order payment or repayment of tax, interest, penal- 
ties or costs by the taxpayer or the Minister. 

“5. Proceedings under this schedule shall be held in camera upon 
request made to the court by the taxpayer. 

“6. The Governor in Council may make rules with reference to 
practice or procedure in appeals under this section and the rules are 
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binding on the court appealed to notwithstanding any rule or practice 
that would otherwise be applicable. 

“7, In this schedule 

(a) ‘court’ means the Exchequer Court of Canada; and 

(b) ‘rules’ means rules made under section six of this schedule.” 


' FIFTH SCHEDULE 
INCOME TAX ADVISORY BOARD 


“1. There is hereby constituted an Income Tax Advisory Board, 
to be appointed by the Governor in Council, consisting of the follow- 
ing members, namely, a Chairman, and not less than two or more than 
six other members. 

“2. (1) No person who has attained the age of sixty-five years 
shall be appointed a member. 

(2) Every member holds office for a period of ten years from the 
day of his appointment but may be removed for cause at any time by 
the Governor in Council. 

(3) Upon the expiration of his term of office, a member may, if 
not disqualified by age, be reappointed. 

(4) Where the Chairman or any other member is ill or otherwise 
unable to act, or where his office is vacant, the Governor in Council 
may appoint some person to act in his stead during his illness or in- 
capacity or until the office is filled, as the case may be. 

(5) The Chairman and every other member shall be paid salaries 
and travelling allowances determined by the Governor in Council. 

“3. (1) The Governor in Council may make rules not inconsistent 
with this Act governing the carrying on of the business of the Board 
and its proceedings. 

(2) No rule made under this section is effective until published in 
The Canada Gazette. 

“4. The Chairman, or a member designated by him to act in his 
absence, and not less than one-half the other members of the Board 
are a quorum. 

CONSIDERATION OF OBJECTIONS 


“5. (1) An objection shall be made by serving a notice of objection 
in triplicate signed by the taxpayer or his duly authorized agent in 
such form as may be determined by the Minister upon the appropri- 
ate Inspector of Income Tax and he shall forthwith forward a copy 
of the notice to the Minister. 

(2) The notice of objection may be served by being left with a 
responsible officer of the appropriate Income Tax Office personally and 
receiving a receipt therefor or it may be sent to the Inspector of 
Income Tax by registered mail. 

“6. (1) A taxpayer may require the Minister to refer an objection 
to the Board by serving a notice in triplicate in a form prescribed by 
the rules upon the appropriate Inspector of Income Tax and the In- 
spector of Income Tax shall forthwith forward a copy of the notice to 
the Board. 

(2) A notice under this section may be served by being left with a 
responsible officer of the appropriate Income Tax Office personally and 
receiving a receipt therefor or it may be sent to the Inspector of In- 
come Tax by registered mail. 

(3) Immediately after receiving a notice under this section, the 
Inspector of Income Tax shall forward to the Board copies of all docu- 
ments relevant to the decision. 

(4) Every officer or person employed in connection with the ad- 
ministration or enforcement of this Act shall supply the Board with 
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such information and assistance in connection with an objection as 
the Board may reasonably require. 

“7, (1) A taxpayer shall pay to the Inspector of Income Tax a 
fee not exceeding fifteen dollars upon the filing of the notice of objec- 
tion and, if the Board advises the Minister to rescind or vary his 
decision, the fee shall be returned to the taxpayer forthwith after the 
Board delivers its report and advice but not otherwise. 

(2) Subject to subsection one of this section, fees received under 
this section shall be paid into the Consolidated Revenue Fund. 

“8. (1) The Chairman shall regulate the business of the Board and 
fix the time and place of hearing for any objection or group of ob- 
jections. 

(2) The Board may, at any time before the Minister makes his 
decision upon an objection, order a re-hearing and deliver a supple- 
mentary report and further or different advice. 

“9. (1) The Minister and the taxpayer may appear in person or 
may be represented at the hearing by counsel or an agent or, with 
the consent of the Minister and the appellant, the Board may receive 
written submissions filed in addition to or in the place of an oral 
hearing. 

(2) An objection may, in the discretion of the Board, be heard 
in camera or in public unless the taxpayer requires that it be heard in 
camera in which case it shall be so heard. 

(3) The Board may 

(@) summon any witness and require him to give evidence, orally 

or in writing, on oath or, if he is a person entitled to affirm in 
civil matters, on solemn affirmation, and to produce such docu- 
ments and things as is deemed requisite to the full investigation 
of the facts in issue; and 

(b) enforce the attendance of witnesses and compel them to give 

evidence; 
and for such purposes the Board or the member or members by whom 
an objection is being heard shall be deemed to be a court of record. 

(4) The Chairman of the Board or the senior member hearing an 
objection, as the case may be, may, subject to this schedule or the 
rules, determine the procedure to be followed on an appeal. 


ADMINISTRATION 
“10. (1) The Governor in Council may appoint such officers, clerks 
and employees as may be required to carry on the business of the 
Board and fix their remuneration. 
(2) All expenses, including salaries incurred under this schedule, 
shall be paid out of moneys appropriated by Parliament for the pur- 


“11. (1) Notwithstanding any other statute or law, where a per- 
son who is appointed a member of the Board was immediately prior 
to his appointment a contributor under the Civil Service Superannua- 
tion Act, he continues while he is a member of the Board to be a con- 
tributor under the said Superannuation Act. 

(2) For the purposes of the Civil Service Superannuation Act the 
service of a member of the Board to whom subsection one applies, as 
a member of the Board, shall be counted as service in the Civil Service 
and he, his widow, children or other dependents, if any, or his legal 
representatives may be granted the respective allowances or gratuities 
provided by the said Superannuation Act. 

(3) The retirement of a member of the Board to whom subsection 
one of this section applies upon expiration of his term of office shail, 
for the purposes of the Civil Service Superannuation Act, be deemed 
to be retirement by reason of abolition of office. 
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annuation 
Act. 


R.S., c. 24 


Idem. 


Idem. 
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Provisions 
applicable 
to income 
of 1946 and 
subsequent 
taxation 
years. 


Repeal. 


Sections 
applicable 
to income 
of 1947 and 
subsequent 
taxation 
years. 
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“12. In this schedule unless the context otherwise requires, 

(a) ‘Board’ means the Income Tax Advisory Board; 

(bd) ‘Chairman’ means the Chairman of the Income Tax Advisory 

Board; and 

(c) ‘rule’ means a rule made under section three of this schedule.” 

23. (1) Subject to subsection two of this section, the following 
provisions of this Act are applicable to income of the nineteen hundred 
and forty-six taxation year and subsequent taxation years and to tax 
payable on income of the said years, namely, 

(@) subsections two and five of section two; 

(bv) subsections four, five and six of section three 

(c) subsections three, eight, nine and thirteen of section four; 

(d) subsection one of section five; 

(e) subsection two of section six; 

(f) subsection two of section twelve; 

(9) subsection six of section thirteen; and 

(h) section nineteen. 

(2) Subparagraph (ii) of paragraph (t) of section four and para- 
graph (q) of subsection one of section five of the Income War Taz Act, 
as amended by this Act are repealed on and after the first day of 
January, nineteen hundred and forty-seven. 

(3) The following sections of this Act are applicable to income 
of the nineteen hundred and forty-seven and subsequent taxation years 
and to tax payable on income of the said years, namely, 

(a) subsections one, two, three and seven of section three; 

(0) subsections one, two, seven and twelve of section four; 

(c) subsection one of section six; 

(ad) subsections two and three of section seven; 

(€) subsections one and three of section eight; 

(f) section nine; 

(g) section ten; 

(h) subsections four and five of section thirteen; and 

(i) subsection one of section seventeen. 


Provincial News 


Alberta 
At a recent meeting of the Council, the standing award 
offered to members of the Alberta Institute who submit 
to THE CANADIAN CHARTERED ACCOUNTANT an article 
which is accepted for publication by the Editorial Commit- 
tee was raised from $25 to $50. 


Ontario 

The Accounting and Auditing Research Committee’s 
Bulletin No. 1 and the draft statement on prospectuses were 
discussed at a well-attended meeting of the Ontario In- 
stitute held in Toronto early in November. Colonel H. D. 
Lockhart Gordon read and commented on the statement on 
prospectuses while J. R. M. Wilson explained Bulletin No. 1. 
A lively discussion period followed each reading. 
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Current Acccounting Literature 
By Frank S. Capon, C.A. 
Montreal, P.Q. 

The American Management Association has issued a 
100 page booklet on the preparation of company annual 
reports. After discussing briefly the importance of annual 
reports, the position of companies opposite stockholders, 
employees and the public is reviewed, and an excellent 
chapter is included on the criteria for good reporting. 
Over two-thirds of the booklet is devoted to the financial 
statements and the financial narrative, and the report states 
that “the financial narrative may turn out to be of even 
greater importance than the conventional financial state- 
ments”. Each main figure on the normal balance sheet and 
income statement is discussed, and simplified forms are 
also suggested and reviewed. The possibilities of graphic 
presentation are dealt with at some length, and special 
points covered include the presentation of comparative 
figures, source and application of fund statements, ratios, 
and the changing value of the dollar. 

Annual Wage Guarantee Plans 

No. 76 in the series of studies in personnel policy by 
the National Industrial Conference Board is a fifty page 
report on Annual Wage and Employment Guarantee Plans. 
The first section of the report deals with the principles 
of wage equalization on an annual basis and the basic 
structure of such plans. From then on the report is in 
fact a survey of 125 successful plans now in effect, and 
covers almost every combination of circumstances that 
could arise. 

Overhead Distribution 

With industry emerging from conditions of full em- 

ployment and seemingly insatiable demand towards a 
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period of keen price competition and increasing efficiency, 
it becomes even more important to pay attention to costs 
by products or production units in order to know which 
operations are profitable and which are not. R. H. Robnett 
has contributed a thought-provoking article on overhead 
distribution, one of the most significant of cost items, in 
the 1st October N.A.C.A. Bulletin. In particular, the author 
minimizes the value of distributions of actual overheads 
for the purposes of comparing actual and standard unit 
costs, as he feels the comparison of actual overhead ex- 
penses with total budgeted expenses to be much more 
simple and infinitely more effective. 
Form of Income Statement 

Under the title “There’s No Accounting for Profit” W. 
H. Franklin, Controller of Caterpillar Tractor Company 
has presented another plea for a major change in the form 
of internal income statements in the 1st October N.A.C.A. 
Bulletin. Primarily, the proposed form of statement is 
based on using standard figures for sales and costs and 
listing variances in the statement separately so that the 
statement shows not only the extent of differences in dollar 
amounts but also the reasons for such differences. Com- 
parisons are provided on a monthly and to date basis, and 
all figures are also expressed as percentages of sales. A 
complete sample statement in the proposed form is provided 
as an illustration. 

Standard Costs 

An unusually clear and well illustrated article on the 
calculation and use of standards for revenue, costs and 
expenses has been contributed by R. E. Staunton in the 
15th October N.A.C.A. Bulletin. The author stresses that 
cost control is not cost reduction, but rather the compari- 
son of actual costs with predetermined standards and the 
analysis of variances. On this basis, cost control facilitates 
cost reduction, and in fact the latter is almost impossible 
without the former. 

Cost Control in Rehabilitation 

The problem of post-war rehabilitation is admittedly 
more serious in Britain than in Canada, but nevertheless 
the article by D. F. Evans-Hemming on “Costing as an 
Instrument for the Rehabilitation of Industry” in the Aug- 
ust issue of “The Cost Accountant” is so basic that it has a 
worldwide application. Fundamentally, it is a treatise on 
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the task of accounting in the development of industrial 
efficiency, covering the stages of planning of objectives 
and policies, inspection, investigation, correction and revi- 
sion. The techniques are based on standards, so that day 
to day operations may be measured against ideal results, 
and variances of volume, material usage prices, controllable 
expenses, Jabour, and other factors may be promptly 
brought out. 
Farm Accounting 


According to A. W. Hopkins, in the 12th October issue 
of “The Accountant” accountants must render the follow- 
ing two major services to farmers: 

(i) give expert advice on highly specialized farm tax 
problems; 

(ii) act as a practical economic and financial adviser. 

Some of the farmers’ accounting problems are discus- 
sed, and the type of account books necessary are summar- 
ized. Sample trading and profit and loss statements and 
balance sheets form an appendix to the article. 


Powers and Responsibilities of Directors 

In spite of differences between U.S. and Canadian com- 
pany law, Canadian accountants will find both interesting 
and valuable the article by R. C. Hardy and R. D. Youle 
on the powers and responsibilities of corporate directors 
in the October issue of the “Journal of Accountancy”. The 
article has been published “in the belief that both corpora- 
tion accountants and independent auditors would welcome 
a review of the powers and responsibilities of corporate 
directors” and the authors have covered their subject most 
adequately. 

Audit Certificate Form 

The October issue of the “Journal of Accountancy” also 
includes an article by L. Lilly on the short form audit re- 
port its development, purpose and limitations. The author 
reviews the principle steps in the evolution of the present 
short-form auditor’s report, analyzes its meaning and in- 
dicates its purpose and limitations. Since it is not governed 
by legislation to the same extent as in Canada, the form 
of U.S. audit certificate has developed somewhat more 
freely than its Canadian counterpart, but there is still much 
to be said for the simple form of “audited and found cor- 


rect”. 
345 





oo aga 


; 
e 


THE CANADIAN CHARTERED ACCOUNTANT 





Cost Accounting 

A thesis entitled “Cost Accounting for Control of a 
Machinery Manufacturing Plant” by G. Mason is included 
in the October issue of “Cost and Management”. The sub- 
jects of standards, materials control issues and variances, 
labour and overhead controls, and work in process accounts 
are covered in considerable detail. 

Reports for Management 

Reports to top management are reviewed by S. C. Kelly 
in the October issue of “The Controller” and the four main 
rules are summarized below: 

1. Reports must be clear and limited to essentials. 

2. Reports must take into account preference of readers 

for charts, tabulations, etc. 
38. Reports must be comparative with past periods, 
budgets, etc. 

4. Large reports should be sectionalized and indexed. 

In particular, the author warns against changing the 
form and contents of reports frequently, as such changes 
cause waste of time and annoyance to executives. 


Personals 


William J. Hyde, C.A., of the firm of Hyde and Davis 
announces that Victor Houghton, C.A., will be admitted to 
partnership as from January Ist, 1947. The business will 
be carried on under the name of Hyde and Houghton, with 
offices at 470 St. Alexis Street, Montreal 1, Quebec. 

C. V. Milne, C.A., wishes to announce that he has pur- 
chased the practice of the late Donald A. McCannel carried 
on as McCannel Bros. & Co., Calgary. Mr. Milne will 
continue this business under his own name at 217 Dominion 
Bank Building, Calgary, Alberta. 

G. W. J. Carter, C.A., formerly Chief Assessor at the 
Vancouver District Office of the Dominion Income Tax 
Department, announces the opening of an office for the 
practice of his profession at 1326 Standard Building, Van- 
couver, British Columbia. 

Aubrey C. Shackell, B.Com., C.A., announces the open- 
ing of an office for the practice of his profession at 231 St. 
James Street West, Montreal, P.Q. 

G. M. Horne & Company, chartered accountants, an- 
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nounce the removal of their office to 1110 McArthur Build- 
ing, Winnipeg, Manitoba. 

Neff, Robertson & Co. are pleased to announce that as 
of November 1, 1946, Mr. James J. Stone, C.A., has been 
admitted to partnership. The firm will hereafter be known 
as Neff, Robertson & Stone, chartered accountants, 112 
Yonge Street, Toronto. 





Obituaries 


The Late Hugh C. Bate 

The Institute of Chartered Accountants of Manitoba 
announces with deep regret the death on August 28, 1946, 
of Mr. Hugh C. Bate. 

Mr. Bate was admitted to the Institute of Chartered 
Accountants of Manitoba in 1930 and at the time of his 
death was employed by Federal Grain Limited as internal 
auditor. 

Prior to the war, he served with the non-permanent 
active militia and was ex-officer commanding No. 10 District 
Signals. In 1942, he enlisted for active service with the 
Signals and later became district auditor for M.D. 10, which 
appointment he held until his discharge in 1944. 

To his wife and family, the Institute extends sincere 
sympathy. 


The Late William Henry West . 

The Institute of Chartered Accountants of Ontario re- 
cords with regret the death of William Henry West in New 
York on November 12th, 1946. 

Mr. West became a member of the Institute on June 
23rd, 1899, and some years later moved to the United 
States, where he continued the practice of his profession. 
In 1910, he founded and became the senior partner of West, 
Flint & Co., certified public accountants, at 40 Rector 
Street, New York, and was active in the firm until his 
death. 

He was President of the American Institute of Account- 
ants from 1925 to 1928 and in that capacity was a welcome 
and honoured guest at annual meetings of The Dominion 
Association of Chartered Accountants during that period. 

To his associates and to his widow and two sons, the 
Institute and the Association tender their sincere sympathy. 
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REGINA CHARTERED ACCOUNTANTS’ CLUB 


The Regina Chartered Accountants’ Club held their 
opening meeting of the 1946-47 season at a luncheon held 
on October 9th. The election of officers for the ensuing 
season took place and future activities were outlined. The 
officers elected were as follows: 


PPPOCBIGGRG oscssessisccce A. M. Goldie 
Vice-President ........ Miss S. J. E. Robinson 
Secretary ................ R. M. Clements 
BGO ....6...6......5.: W. A. Fowlie 

I eee set aarss, P. M. Reynolds 


The Club proposes to continue the practice of a luncheon 
once a month with guest speakers on topics which it is 
hoped will be both interesting and beneficial to members. 

A report was received on the newly formed C.A. Bowl- 
ing League. This year for the first time, eight teams com- 
posed of members and staff, are operating a five o’clock 
bowling league. The interest and competition is keen and 
from present indications it will become a non-taxable, pro- 
fitable (indirect) undertaking. 

Clair H. Smith, C.A., president of the Institute of 
Chartered Accountants of Saskatchewan, was guest speaker 
at the November meeting of the Regina Chartered Account- 
ants’ Club luncheon on 13th November. His talk was a 
very interesting and informative report on the Dominion 
Association Convention held in Montreal. 

The meeting said Au Revoir but not good-bye to the 
provincial secretary, Mr. E. C. Gerry, C.A., who leaves 
Regina shortly to take up residence and practice in Prince 
Albert. 
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QUEBEC CITY COMMITTEE 
Reported by Roger H. Stanton, C.A. 


The Quebec City Committee of the Quebec Institute 
recently held its annual meeting at the Manoir St. Castin 
—Lake Beauport. 

The following members were elected on the Council for 
the fiscal year 1946-47: 

President: Réal Rondeau 

Vice-President: Roland Chagnon 

Sec.-Treasurer: Roger H. Stanton 

Past President: Gérard Marceau 

Directors: Philippe Morin, P. H. Simard, 
Yves Normandeau, Roland Bedard. 

Mr. A. Emile Beauvais, Vice-President of the Quebec 
Institute, is also ipso facto a member of the Council. 

Many questions of general interest were discussed at 
the meeting. A special sub-committee was formed to revise 
the by-laws in order that they may be more in conformity 
with those of the Institute. Members elected on this sub- 
committee were: Mr. Gustave Tremblay, Christian Fon- 
taine and the Secretary-Treasurer. 

Mr. Marceau gave a brief account of the activities dur- 
ing the past year. The new president, Mr. Réal Rondeau, 
mentioned that these activities would be more numerous 
during the coming years and he asked for the full co-opera- 
tion of all members. 

A special vote of congratulations was taken in favor 
of Messrs. Maurice Samson and Albert Towner recently 
made members of the Order of the British Empire by His 
Majesty the King. 

Mr. Jean Paul Bolduc was named auditor for the follow- 
ing year. 

The meeting was terminated by a dinner held in the 
main dining room of the Manoir St. Castin. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., EDITOR 


NOTES AND COMMENTS 


We think we detect a tendency to make disparaging 
remarks about the poor balance sheet. Indeed it has been 
a popular target for “the slings and arrows of outrageous 
fortune”; and even if we think it is not incumbent upon 
us to pick the quills out, the least we can do is offer our 
condolences. 

In many discussions the balance sheet suffers in com- 
parison with the statement of profit and loss. The purpose 
of accounting is the measurement of income, we are told. 
Therefore the income statement is the “more important”. 

Now we shall not dispute the first statement, but our 
claim is that the alleged implications do not follow. The 
argument fails to take account of the fact that the valuation 
of assets is a common denominator for both the balance 
sheet and the income statement. Consider inventories, for 
example. Their valuation affects the figure for net profits, 
and it appears on the balance sheet too. We cannot think 
of prepayments and accrued liabilities as balance sheet 
items without also thinking of expenses such as insurance 
and wages in the statement of profit and loss. The valua- 
tion of accounts receivable (through changes in the re- 
serve for bad debts) affects net profits. The valuation of 
fixed assets for the balance sheet (apart from any recorded 
appreciation) is dependent upon the reserve for deprecia- 
tion and additions to that appear in the income statement. 

The point we want to make is that both the balance 
sheet and statement of profit and loss are joint products of 
the process of measuring income. Neither one nor the 
other can be said to be the “more important” from that 
point of view; each is, in fact, complementary to the other. 

The valuations which currently appear on balance sheets 
are largely the by-products of income measurement. The 
rules of income measurement are, in turn, dictated by the 
desire to retain within the business the same number of 
dollars as were originally placed there by investors. To 
this degree the balance sheet has been lost in a cause which, 
until the present at any rate, has generally been believed to 
be greater than its own. It rather reminds us of the athlete 
who regularly assists another to score his goals. 
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The present subjugation of the balance sheet is not, of 
course, absolutely necessary. It remains possible to change 
the valuations of assets for balance sheet presentation to 
some other basis provided any credits resulting from the ad- 
justment are kept out of profit and loss and earned surplus 
accounts. But the emancipator of the balance sheet, if its 
status is ever to be different, must be one who can justify 
this change (and its cost in the way of appraisals), among 
management and accountants. 

* * a7 

The most recent balance sheet of a Canadian company 
shows two separate items relative to the redemption of its 
preferred stock: 

“Capital surplus—being par value of five per 

cent cumulative first preference stock re- 
deemed under section 61, The Companies 


RE ce Nk ies es Bec csans 
and also, 

“Reserve for redemption of preference 

Nk ote Ne ae ig ana aa 


The amount of the first item is added to the credits in 
the share capital accounts and extended to the final column 
of the balance sheet; the second appears beneath a heading 
“Surpluses” and a subheading “Earned Surpluses”. It is 
an accumulation of surplus in anticipation of further re- 
demptions. 

This may serve to emphasize what students sometimes 
fail to appreciate, that section 61 of the Dominion Com- 
panies Act does not anticipate a provision in advance (by 
something like a sinking fund arrangement) for the re- 
demption of preferred stock. It merely prescribes the book 
entry to be made at the time of the redemption if advantage 
is to be taken of the section. Should management desire 
to build up working capital to facilitate a future redemp- 
tion, it may do so by first appropriating earned surplus to 
a proprietorship reserve; but the capital surplus in ques- 
tion does not come into existence until the redemption takes 
place. 

The bookkeeping required by section 61 should be under- 
stood as a protection for the creditors of a company with 
limited liability. Creditors may look only to the assets of 
such a company for payment of their claims, and it is there- 


DECEMBER 1946. 351 





THE CANADIAN CHARTERED ACCOUNTANT 








fore generally prejudicial to their interests that these 
assets should be depleted by a redemption of shares. A 
transfer from earned surplus account to a capital surplus 
account which can be reduced only by compliance with the 
formalities for reduction of share capital is compensation in 
that it immobilizes a large balance against which dividends 
might have been charged and to this extent retains within 
the business cash which might otherwise be disbursed to 
shareholders as dividends. 

It is as though a part of earned surplus were petrified 
and the fossil exhibited in a special glass case with a sign 
which reads, 

“Shareholders; this is a true species of capital surplus. 

DO NOT TOUCH 
—By order of the Secretary of State”. 


There seem to be a few students who feel that as soon 
as the redemption is completed the special capital surplus 
created may then be transferred back to earned surplus ac- 
count. If they fully appreciated the intent of section 61, 
they would see that such a procedure would defeat the whole 
purpose of the section. 

* * a 
STUDENTS’ ASSOCIATION NEWS 
Regina 

Dean J. H. Thompson, F.C.A., Dean of the College of 
Commerce at the University of Saskatchewan, addressed 
the members of the Regina Accountants Students’ Society 
at a well attended meeting held in Regina October 23rd. 
Dean Thompson stressed the future of the professional 
accountant in the roll of Business Executive. He also 
outlined and discussed a number of examination problems 
of interest to the members. 

Ontario 

At a meeting of the Students’ Association Council held 
21st November, the application of the Hamilton and District 
Branch for admittance to the Association was accepted. The 
elected executive of the Branch for the coming year is as 
follows: Chairman, R. D. Mackenzie; vice-president, G. H. 
Ferris; secretary-treasurer, W. N. Richmond. Council, H. 
L. Howe, J. F. D. Vaughan and G. V. Neale. 
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Earlier in the month representatives from Hamilton 
met with members of the Association both in Toronto and 
Hamilton to discuss future plans. President K. Ball, C.A., 
told of the warm reception that members of the Association 
had received at the time of their visit to the Mountain City 
and on behalf of the Students’ Association welcomed the 
new Branch to membership. 


Quebec 

The Chartered Accountants Students’ Society of the 
Province of Quebec held its opening dinner meeting on 
Friday evening, October 11, 1946, at the Queen’s Hotel and 
approximately seventy members attended. Mr. P. F. Vine- 
berg, B.C.L., was the guest speaker and his subject, “Tax- 
able Income in Canada”, was well delivered and the result 
was a most interesting evening which included a discussion 
period on the subject matter. The Society is greatly in- 
debted to Mr. Vineberg for this lecture and it is under- 
stood that Mr. Vineberg’s speech will be published in THE 
CANADIAN CHARTERED ACCOUNTANT so that members of the 
Quebec Institute who were unable to attend, as well as mem- 
bers of other Institutes in Canada, may have the opportun- 
ity to read the address. 

* OK a 


PUZZLE 
What is the least number of weights which would serve 
to weigh any integral number of pounds from 1 Ib. to 40 lbs. 
inclusive, on the assumption that any weight may be placed 
in either of the scale pans? 
* * * 
Solution to Last Month’s Puzzle 
The result of the seven steps outlined in the problem 
can be expressed algebraically as: 
100a + 10b + ¢ + 235 
Hence, if the final result is known, it is sufficient to 
subtract 235 from it, and the remainder will be a number of 


three digits. These digits are the numbers chosen originally. 
* * * 
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PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
Solutions presented in this section are prepared by practising 
members of the several provincial institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
FINAL EXAMINATION, DECEMBER 1945 


Accounting III, Question 3 (35 marks) 

Peter Sharp died ist April 1944, leaving a will which appointed 
two executors, and provided for the following bequests: 

X—4/11, B—2/11, C—5/11 share of the entire estate after pay- 
ment of funeral expenses, debts, etc., and a specific bequest of $10,000 
to the A Hospital (free of succession duty). The will directed that 
the income of the estate for the period of one year from the testator’s 
death should also be paid to the A Hospital, and that the executors 
should then prepare an account of their administration, preparatory 
to the division of the remaining assets among the residuary legatees. 
The executors’ remuneration was fixed by the will at $3,500. 

The inventory filed by the executors listed assets as follows: 5% 
first mortgage for $45,000, interest payable semi-annually on 30th June 
and 31st December; 500 shares of Bartlett Co. common stock, par value 
$100, market value (ex-dividend) $110; $5,000 5% ist mortgage bonds 
of South-Western Railway, interest payable semi-annually on 1st March 
and ist September, market value $103 per $100 bond; accounts re- 
ceivable, $18,600; cash in banks and on hand, $68,146; household fur- 
niture and personal effects appraised at $5,750. 

The executors’ transactions were as follows: 

Cash Receipts 
2% dividend on Bartlett Co. stock, declared 20th March 1944 and paid 
15th April 1944. 
2% dividend on Bartlett Co. stock paid 15th July 1944. 
500 shares Bartlett Co. stock sold 31st July 1944 at $114 per share. 
$4,000 Railway Co. bonds sold 1st July 1944 at $106 per $100 bond, 
and accrued interest. 
Accounts collected, $17,850 (balance worthless). 
Interest on bank balances $1,150, of which $210 accrued prior to death 
of testator. 
Interest on bonds and mortgage collected on due dates. 
Cash Payments 


Funeral expenses and expenses of last illness .................. $ 1,800 
Expense of probating will and legal expense re inventory ...... 335 
Succession duties, $12,100, interest thereon $75 ............... 12,175 
Stationery, postage and general expense .............cccceeee 116 
Se I I ion as Cwis Gin Bk he slb b SEES W055 5040404450 10,760 
ee OE Oe NN oc eS obo nu wslew WNC S dese sews SDR ERS 10,000 
C on account of legacy ............. aes Dale e Sts Sie ae b sieis's kes 20,000 
Executors’ remuneration—on account .............cceeceeceeee 2,500 


The furniture and effects were taken by X at the appraised valu- 
ation. Interest on advances to 3lst March 1945 amounts to X—$260; 
C—$310. Accrued bank interest to 3lst March 1945—$275. 

Required: 

(a) Summary statement 1st April 1945, separating principal and 

income. (Assume payment of balance of executors’ remuneration, 
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legacy to A Hospital, and income of estate for year to A Hospital.) 
Supporting schedules should be submitted, as follows: 
Schedule A—Inventory of assets on date of death 
B—lIncreases realized through sales 
C—Funeral and administrative expenses 
D—Amounts paid or delivered to general legatees 
E—Assets of estate in our hands 
F—Income collected 
G—Income accrued as at Ist April 1945 
H—Expenses paid applicable to income. 
(b) A statement showing amounts due beneficiaries. 


SOLUTION 
ESTATE OF PETER SHARP 
(a) Summary Statement of Executors’ Account for the period from 
Ist April 1944 to 1st April 1945. 
AB TO PRINCIPAL: 
We charge ourselves as follows— 
With the assets of the estate at date of 
death ist April 1944 as per inventory 


SINE SINS co icchcsa te ees sexo xes sews ees $199,439.33 
With increases of assets realized through 
oe Gee: eee 2,120.00 
————_ $201,559.33 
We credit ourselves as follows— 
With amount paid for funeral and adminis- 
trative expenses, Schedule C ......... 5,635.00 
With amount of succession duties paid .... 12,100.00 
With amount of debts of deceased paid .... 10,760.00 
With amount of decrease in assets due to ac- 
counts proving uncollectible ......... 750.00 
With amount of specific legacy paid to 
Ge RL, ioe 5S sco ee cdseccssesuescs 10,000.00 
With amounts paid or delivered to general 
legatees, Schedule D ................. 36,320.00 
__— 75,565.00 
Leaving a balance of principal of (Schedule E) $125,994.33 
As TO INCOME: 
We charge ourselves as follows— 
With amount of income received, Schedule 
oct cake wie we eee ker ek ouenes $ 3,723.33 
With amount of income accrued at 1st April 
THGG, BOROGUIS ] cos cis ssecsawsscss 1,411.67 
———- $._ 5, 185.00 
We credit ourselves as follows— 
With amount of expenses paid, Schedule H 191.00 
With amount paid to A Hospital, being net 
income for the YOAr’ ........6cicccce 4,944.00 
————— 5,135.00 
I AE SUES hao aS oe oe ee oS ee e's Nil 


SCHEDULE A—INVENTORY OF ASSETS AT DATE 
OF DEATH, 1st APRIL 1944: 
Mortgage— 
First mortgage, interest at 5% payable 30th 
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June and 3ist December, principal 





NE Wasdsbiculsecsbaesensseescsnes $ 45,000.00 
Accrued interest 1st January to 1st April 
SOOE: “Gisecncksusrasasnbcewres soseiwls 562.50 
—————— $ 45,562.50 
Bonds— 
South Western Railway First Mortgage 5%, 
Interest payable 1st March and 1st Sep- 
tember face value $5,000.00 and having 
a market value of $103.00 per $100.00 .. 5,150.00 
Accrued interest lst March to 1st April, 1944 20.83 
ae 5,170.83 
Shares and dividend declared prior to date 
of death— 
Bartlett Co. Common Stock, 500 shares, 
market value $110.00 per share ...... 55,000.00 
Dividend (declared 20th March 1944) .... 1,000.00 
wa 56,000.00 
Other Assets— 
Cash in bank and on hand ............... 68,146.00 
Accrued interest on bank balance .......... 210.00 
68,356.00 
PTE SOOAIWEMND is oxo ds vend 540050 %0 18,600.00 
Household furniture and personal effects .. 5,750.00 
—_——_—_—— 92,706.00 
$199,439.33 


SOHEDULE B—INCREASE REALIZED THROUGH SALES: 
Amount Value per 
received inventory Increase 
500 shares Bartlett Co. Common ..$57,000.00 $55,000.00 $2,000.00 


$4,000.00 South Western Railway 
PO PED 656s sesGsdsereceenwe 4,240.00 4,120.00 120.00 


$61,240.00 $59,120.00 $2,120.0 








SCHEDULE C—FUNERAL AND ADMINISTRATIVE EXPENSES: 


Funeral expenses and expenses of last illness .......... $1,800.00 
Probating will and legal expenses re inventory ......... 335.00 
Executors’ remuneration—fixed by will ................ 3,500.00 

$5,635.00 


SCHEDULE D—AMOUNTS PAID OR DELIVERED TO 
GENERAL LEGATEES: 
Distribution to X of the following— 
Household furniture and personal effects ..$ 5,750.00 
SOR NUNID Ss c.nacakaatcaesnuNebecuecses 10,000.00 


Interest on advance to 3lst March 1945 .... 260.00 
——-_ $16,010.00 


Distribution to C of the following— 
SPL TEIN § 55s cu su sadvewdeessewesce tan 20,000.00 
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Interest thereon to 31st March 1945 ....... 310,0 
20,310.00 
$36,320.00 
SCHEDULE E—ASSETS OF ESTATE IN OUR HANDS 
lst Apri 1945: 
First mortgage 5% principal amount ....$ 45,000.00 
Accrued interest 1st January to 1st April 
BO 555 Sak oh es Sa ewes we ree Cee aeenee 562.50 
—————_ $. 45 562.50 
$1,000.00 South Western Railway 5% Bond 1,030.00 
Accrued interest 1st March to Ist April 
ES eri Renee re Re ree 4.17 
a 1,034.17 
eR ae CE 8G Sa cuir eng ea seu na wa wet 79,122.66 
Accrued interest on bank balance ........ 275.00 
79,397.66 
$125,994.33 
SCHEDULE F—INCOME COLLECTED: 
1944— 
30th June—Interest on mortgage 1st April to 30th June $ 562,50 
16th Jnig—Dividensd, Bartlett COs occ sis dcisicsinas biases sie 1,000.00 
lst July—Interest on $4,000.00 South Western Railway 
Bonds sold, April 1944 to Ist July 1944 .... 50.00 
ist Sept.—Interest on $1,000.00 South Western Railway 
bond April 1944 to Ist September 1944 .... 20.83 
Interest on bank account from ist April 1944.. 940.00 
31st Dec.—Interest on mortgage ist July to 31st December 
DOES wa ba OA ae eRe le eeleate eae wanes 1,125.00 
1945— 
lst March—Interest on $1,000.00 South Western Railway 
bond 1st September 1944 to lst March 1945 .. 25.00 
$3,723.33 
SCHEDULE G—INCOME ACCRUED AS AT 1IsT APRIL 1945: 
Interest on mortgage $45,000.00 at 5% from Ist 
sanitary to Tet BOC TOES oes s 5.0056 6608s oe:0 0 $ 562.50 
Interest on South Western Railway bond $1,000.00 
at 5% from ist March to Ist April 1945 .... 4.17 
Interest on bank balance to 3lst March 1945...... 275.00 
Interest on advances to general legatees— 
eS ealic Ge SEES ORO NS SER Lees NEON TENE ee $260.00 
ey eee ren seesaw erste kG bees oe wdanwiwncaw ens 310.00 570.00 
$1,411.67 
SCHEDULE H—EXPENSES PAID APPLICABLE TO INCOME: 
SRUGPORE “GR HUCCONBION GUEIES 2icicc sisi cccwccccsenvevuse $ 75.00 
Stationery, postage and general expenses ............... 116.00 
$191.00 
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NotE—The item “Stationery, postage and general expenses” might be 
charged to “capital account” or be apportioned. 
Cash Account—to support cash balance shown in Schedule E. 


ea OE IE 6 Nis ss iecewietd ie bss ninin ss Siees $68,146.00 
Accrued interest and dividend declared 1st April 
DOMIOOERT THORORUIS A) occ ccc cewwseewes 1,793.33 
Accounts receivable collected .................. 17,850.00 
Proceeds of sales (Schedule B) ................. 61,240.00 
Income collected (Schedule F) ................. 3,723.33 
152,752.66 
Funeral and administrative expenses 
SEEMED USD, Gicg tc SiGucWRRbawnes KeSeeuwsee $ 5,635.00 
EE cc cue on cL sos us emcee cabs aoe 12,100.00 
Income and expenses paid ...........sccccesecee 5,135.00 
EE CEL oak wok vain unis sue ek Sew hema 10,760.00 
DT Soa Sccies tcc ekwe saealesiunws wes eb awe 10,000.00 
Cash distributions to general legatees .......... 30,000.00 
—————-_ 73,630.00 
ae | ie |) | a a arr $79,122.66 


(b) Statement showing amounts due to beneficiaries. 
Total x B Cc 
$199,439.33 Assets per inventory 
2,120.00 Increases through sales 


Deducit— 


750.00 
5,635.00 


12,100.00 
10,760.00 
10,000.00 
$ 39,245.00 
$162,314.33 
36,320.00 


$125,994.33 








Assets unrealizable 

Funeral and administrative 
expenses 

Succession duties 

Debts of deceased 

Specific legacy 


4/11 2/11 5/11 


Amount divisible among 
general legatees ....... $59,023.39 $29,511.70 $73,779.24 
Less—Advances .......... | ee 20,310.00 


Amounts due ........... $43,013.39 $29,511.70 $53,469.24 








PROBLEM II 
FINAL EXAMINATION, DECEMBER 1945 
Accounting III, Question 4 (15 marks) 


The Long Company Limited having an authorized and issued 
capital of 4,000 shares of $100 each, owns 90 per cent of the capital 
stock of the Short Company Limited, which stock was acquired on 1st 
January 1944. The trial balances of the two companies as at 3lst De- 
cember 1944 were as follows: 


THE LONG COMPANY LIMITED 


ST osc kesh dicks ducdsicaieas Thu Sawn coant $ 8,000 
ER AUN 566 sk SS SS 5 yes G ese eee now sd conn 50,486 
SN IRIS oie ott ons Sateen wile & cms Sled wee leS 75,218 
PE ALCO hc. ce ease asa ca ee seule obs 147,680 
ee eo: Pe 55,000 
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Sinking fund investment (cash and securities) ..... 20,000 
Sc ie aie ae SIS GA Nore Sle ASRS SK Ow ora Rade 30,000 
INN id GIES eal ahaa bt so aialh wile wtb ewer SMe Sr ereatrneis-a le 72,950 
Sr I isin oo cine See elewisweseuesee tale 116,847 
PUPMITUTOS BRE COBIDMONE 6.6.66 iccicec cecceesesecwae 18,212 
I eter cokals saves aie Wid s'd GN AW da W'S S'S Ie 40,000 
Investment in Short Co. Ltd. shares .............. 280,000 
PN ND 5555.65 6s oko 5 bo wb WE deo wRC camels $ 37,629 
Se IINNE aasaia laid: tag, ar 4.0 1a ech W Aiea aw Cie cheat 51,741 
NN a cS ohana xl or ako OW Sima Sw S oe als GRSNA ete 60,000 
EE EN ip) cl Satie s'e amid ve alae Skates 1,200 
NIE INI 55 Sec: '5 G55: Ss 006) ola. GSS wide w Sle Bra, 0 SiwIS Ia Saye 80,000 
I EI CRIN goo ov aes Gombe Gwin e 46 sine Keene's 20,000 
SUMMED. orcina sci GN ome dies ala Dea w i enece a earivie 400,000 
SINS eS Oo Seer ee Hae ea Sawer nnaey 263,823 


$914,393 $914,39 


THE SHORT COMPANY LIMITED 


REMNVIMEE RMINNIR ike ects sibs kOe leiniw's sie oes wrste Tale eiey $ 5,000 
IIR EIN eve ov wb sb Wis wh Se KER AOS 31,219 
UD MPI TIES ooo iy bik vibes Siew bias He Gib aeineenees 42,691 
RNCRNUNR Site a hah cais Sis eeaGels oewianddebnaes aw 93,620 
Investment in bonds of Long Co. Ltd. ............. 50,000 
OE are 5 Wiens a 19 909s asi SNe AOS OSES d's 8k 25,000 
NIN oe cg 5g icra sa ia SAK RS RAE a WOM ORs alate 88,000 
een NR UENO iis 55 o's Visine oweiesieswasneaees 87,614 
PIRNTMINE- Sictaieee oa aie nico 00 Ws See wwe SN Wie a wten wes 2,870 
NE es onic oa Siac eis ho eRe Wb SEW eee 25,000 
CONE ON 6.5 sb Slaric Sb ode ew Sd bic teNa ctw wweses $ 18,697 
es IIR 26 favs so co A Siwin Shs Sawn AUNGINe Soe ee 26,417 
SU PIII exter G tyke SE Sa Sed ass Sse Oe Se SECO 31,500 
Advances trom Lotte Co; TAG: .....ccccsccvssecscaes 55,000 
NUNN 85a i595 Wo o's cue is icles 10s bw WIRE ahalelw O-4:s oul w alee 30,000 
ST MEIN cites ig ca ease c KGS EW whee clewsaatien 200,000 
MMM, LS eae MebeweWine uss eee ewensswesenes 89,400 


$451,014 $451,014 





Upon an examination of the accounts it is found that: 

(a) The Short Co. Ltd. contracted for new buildings for the Long 
Co. Ltd. at a price of $40,000, the cost to the Short Co. Ltd. being $32,- 
000. They were completed during the year. 

(b) The inventory of the Short Co. Ltd. includes goods bought 
from the Long Co. Ltd. at $20,000, the cost to the Long Co. Ltd. being 
$16,000. 

(c) At 1st January 1944 the surplus of the Long Co. Ltd. was 
$180,000 and that of the Short Co. Ltd. $63,400. On 15th January 1944 
the Short Co. Ltd. paid a dividend of 7 per cent out of the surplus 
as at lst January 1944. The Long Co. Ltd. credited the amount re- 
ceived to its surplus. 

(d) Of the Long Company’s bills receivable $15,000 were drawn 
on the Short Co. Ltd. and of the Short Company’s bills receivable 
$10,000 were. drawn on the Long Co. Ltd., all of which had been ac- 
cepted and recorded in the accounts. 


Required: 
(a) Statement showing, in detail, how you arrive at the figure of 
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surplus which would appear on the consolidated balance sheet at 31st 
December 1944. 

(b) Amount of minority interest which would be shown on the 
consolidated balance sheet. 


SOLUTION 
(a) Statement of surplus appearing on the consolidated balance sheet 
at 3lst December 1944 


, Surplus as in balance sheet of the Long Company Limited .. $263,823 
BS Surplus as in balance sheet of the Short Company Limited .. 89,400 
$353,223 
Bat Deduct: (1) Amount credited to surplus on the books 
i of the Long Company Limited in respect 
“ of dividend from the Short Company 
- Limited paid out of surplus existing at 1st 
: DE ORE ois ish SSF e ee Sawsu cewsewse nde% $12,600 


(2) The Long Company Limited proportion 
of profit on buildings constructed for it by 

, the Short Company Limited, viz., 90% of 

DEO D Sa 5 hses sans se heb enSapedeuscseeesbes 7,200 
(3) Intercompany profit on goods included 
in inventory of the Short Company Lim- 
ited at $20,000 which had cost the Long 
Company Limited $16,000 ................ 4,000 
(4) Minority proportion of the surplus of 
the Short Company Limited, viz., 10% of 
SRE RLS CaN Se REG Reb Asani see Sa aae > 8,940 
(5) The Long Company Limited proportion 
of the surplus existing in the Short Com- 
pany Limited at lst January 1944, less the 
dividend received, viz., 90% of $63,400— 








PEO aecon aks cosas ee ea Rabs wba a wees ene 44,460 77,200 
$276,023 
(b) Statement of minority interest at 31st December 1944 
" ORI 0 IE ROOD ois 55s sivic Swine wwas onsic sce cue sive $ 20,000 
‘ UNIee— Ee ADO i Sia k Sse sin cs behas ease k eas se 8,940 
$ 28,940 
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